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SMALL BUSINESS M A N A G E M E N T SEMINARS
Sponsored by the University of Montana School of Business Administration

Monday, June 8 The Heritage Inn, Great Falls
Wednesday, June 10 The Holiday Lodge, Glendive
Friday, June 12 The Northern Hotel, Billings

1981 marks the second annual series of Small Business Management Seminars sponsored by the
School of Business Administration at the University of Montana. Each program will begin at 9:00 a.m.
and run until 4:30 p.m. The registration fee of $25 includes lunch and all seminar materials.
The program will feature the following speakers:
Terry Beed —

How to Determine the Quality of Your Cash Discounts, Inventory, and
Accounts Receivable

Bert Scott —

Providing Accounting and Operating Information for Small Business in
the Most Effective Manner

Art Graham —

How Employment Laws Affect Small Businesses in Montana

Mary Ellen Campbell —

How to Use Written Communication to Win Customers and Influence
Employees

All speakers are faculty members of the University of Montana School of Business Administration.
Dean Paul Blomgren will be the luncheon speaker at each session.

For further information contact program manager
Larry Gianchetta
Associate Professor o f Management
School o f Business Administration
University of Montana
Missoula, MT 59812

Bureau Director Maxine Johnson led o ff
each seminar with a discussion o f the
statewide outlook. The statistics used
reflect data available in early January 1981.

MAXINE C. JOHNSON

I want to talk mostly about the future—the kind of
economic environment Montana business people
and government leaders and others will face this
year and on into the 1980s.
First let's look at ourselves—we Montanans—in
1980. In coming months we're going to be receiving
a great deal of information from the 1980 Census
about the people and the economy of this state. So
far, about all we have is the population count.
There were almost 787,000 Montanans last year.
That represented an increase of about 13 percent
since the last Census in 1970, a faster rate of growth
than for the country as a whole but by far the
slowest among the five Rocky Mountain states.
1980 population
Number of
People

Maxine C. Johnson is Director of the
Bureau of Business and Economic
Research and Professor of Management,
School of Business Administration,
University of Montana, Missoula.

Wyoming
Utah
Idaho
Colorado
MONTANA
Rocky Mountain
region
United States

Percent
Increase
since 1970

470,816
1,461,037
943,935
2,888,834
786,690

42
38
32
31
13

6,551,312
226,504,825

31
11
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Well over half the population (about 56 percent)
lives in seven counties: Yellowstone, Cascade,
Missoula, Flathead, Lewis and Clark, Gallatin, and
Butte-Silver Bow.
1980 population (preliminary)
Yellowstone County
Cascade County
Missoula County
Flathead County
Lewis and Clark County
Gallatin County
Butte-Silver Bow County

107,661
80,639
75,432
51,462
43,053
42,821
37,950

Seven counties, total

439,018

Five of these largest counties, Yellowstone,
Missoula, Flathead, Gallatin, and Lewis and Clark,
accounted for more than three-fourths (78 percent)
of the state population increase between 1970 and
1980. Thirty-two other smaller counties also ex
perienced significant rates of growth, but they did
not contribute so many new residents. Twenty-one
counties lost population and three showed no
change.
Some Montana counties recorded small popula
tion increases because births exceeded deaths
between 1970 and 1980. The areas which grew most
rapidly did so because they attracted new residents
from other parts of Montana or from out of state.
The shaded areas on figure 1 (19 counties)
experienced net inmigration between 1970 and
1980. That is, more people moved in than moved
out. Most other counties experienced a net loss
from outmigration—more people moved out than
moved in—although a few had equal losses and
gains.
For the most part, population growth occurs
where people find economic opportunity. During
the seventies, western Montana, the Helena,
Bozeman, and Billings areas and Rosebud and
Richland counties were where the action was. The
forest industries in western Montana, energy
activity in eastern Montana and the Billings area,
and state government activity in Helena con
tributed to increased employment and income.
The Bozeman area benefited from some new
manufacturing plants and a growth in tourist and
recreation activity affected the southern tier of
counties from Madison to Carbon. All these
developments are reflected in figure 1.
This has been the big news so far from the 1980
Census: the confirmation that during the 1970s
Montana turned the corner from an area which
consistently lost population due to heavy outmigra
6

tion to an area which gained population by
attracting people from other states. We were able
to provide economic opportunity for those new
residents and for the many Montanans who chose
to stay here rather than seek their fortunes
elsewhere. The question now is, can we repeat that
performance during the coming decade?

Income in 1980
The state economy faced many problems last year,
but most Montanans were rather well off. Per capita
income was approximately $8,300, according to our
University of Montana Bureau of Business and
Economic Research estimate. Per capita income is
average income per person: the total personal
income of everybody in the state divided by total
population. It represents income before taxes.
Disposable per capita income in 1980 (per capita
income after deduction of personal taxes) was
about $7,000.
Per capita income in 1980
Per capita income
Disposable per capita income

$8 293
7,049

Figures for 1980 for the other Rocky Mountain
states are not yet available. In 1979, Montanans* per
capita income put them right in the middle among
the five Rocky Mountain states. Their incomes were
7 percent below the regional average and 11
percent below the national average. These figures
are estimates from the U.S. Bureau of Economic
Analysis and the relationships among the states are
typical of most years.
Disposable per capita income in 1979
Wyoming
Colorado
Montana
Idaho
Utah
Rocky Mountain region
United States
Montana as percentage o f
Rocky Mountain region
United States

$8,315
7,635
6,565
6,508
6,059
7,044
7,399
93
89

1980: A Year of Setbacks
Although the 1970s were reasonably good to
Montana, the first year of the new decade was full
of disappointments. Along with the rest of the
country, Montana was affected by recession and
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high inflation. In addition, with what was very bad
timing, the state was hit by several other major
setbacks. In January 1980, The Anaconda Company
announced that it would permanently reduce its
statewide labor force by 10 percent. In July, the
Butte copper mines were closed by what
developed into a long five-month strike. Then in
October, The Anaconda Company announced the
closure of its smelter at Anaconda and its Great Falls
refinery. As if that were not enough, Evans Products
shut down its operations in Missoula beginning in
April and the Milwaukee Railroad ceased opera
tion in the state west of Miles City. In far eastern
Montana, drouth reduced agricultural production.
The strike, the drouth, and the recession are
presumed to be temporary. The loss of jobs in the
Butte mines and the plant closures are permanent;
the Anaconda smelter, the Milwaukee Road, and
the Evans Products plant appear to be gone for
good.
Some 2,800 workers are involved and many of
them will not be able to find comparable employ
ment elsewhere in the state. These job losses are
especially significant because each of the industries
involved is a part of the state’s economic base.

Wood products, primary metals (or smelting and
refining), and Montana railroads are what
economists call basic or export industries. They
produce goods or services mostly for sale outside
the state and thereby bring money in. When they
increase their sales outside Montana and their
payrolls in the state, they create growth among
other Montana industries which serve them and
the local population. It was because our economic
base—our basic or export industries—expanded
during the seventies that Montana experienced
substantial population and income growth.
Montana’s economic base is defined as including
these industries: agriculture; manufacturing, in
cluding wood products, paper, and primary metals;
mining; heavy construction; railroads; and the
federal government. Tourism and travel by out-ofstate visitors should be included but there is no
regular source of data for those activities. They
probably constitute about 6 percent of the nonfarm
economic base.
The best available measure of a state’s economic
base is the total earnings or labor income of
workers (including the self-employed) in basic
industries. Figures comparable to gross national

Figure 1
Counties w ith Net Inm igration of Population
1970-1980
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product are not available for states, so we look at
combined wages and salaries, other labor income,
and earnings of the self-employed. Using this
measure, the permanent losses that Montana
sustained in 1980 amounted to almost $67 million,
or approximately 5 percent of the 1979 nonfarm
economic base. The $67 million in labor income
includes fringe benefits, which are substantial in
these industries.
Estimated loss in labor income, 1979 dollars
Primary metals, railroads, and
wood products
Percentage o f total nonfarm
basic income, 1979

$66,700,000
5

Because some of these losses occurred late in the
year, their total impact was not felt in 1980. The
effects will be greater in 1981, and will be discussed
later in this report. First let's look at the other major
events of 1980 and how they affected Montana's
basic or export industries.
Montana as a whole is quite resistant to national
recessions. The ups and downs of the business cycle
are much smaller here. That is not true, however, in
western Montana where the economy is tied to the
wood products industry.
Last year's national recession and the decline in
the U.S. housing industry were reflected in the
timber areas by a declining lumber market and
falling prices. There were mass layoffs in the wood
products industries last spring, and some workers
faced an on-again off-again work situation or
reduced workweeks during most of the year. They
still do. Labor income in the forest industries in 1980
declined significantly compared to 1979.
Wood products is our most cyclical industry, but
other Montana industries also felt this recession.
Because Midwest utilities needed less coal to fill
reduced demands for electricity, coal output
slowed in eastern Montana.
Tourist and recreation areas in the state enjoyed
some increase in number of visitors over 1979, year
of the-great gas shortage scare, but tourist industry
watchers say the number of visitors in 1980 still was
below 1978 and other recent years.
Two other major developments had significant
effects on the economy. In Butte, metal miners
went out on strike in July. The strike lasted for
almost five months and resulted in a substantial loss
in earnings. In far eastern Montana, drouth
affected both crops and livestock feed. Fortunately,
farmers and ranchers in other parts of the state
enjoyed better growing conditions. Nevertheless,
8

grain production was well below average last year.
That, combined with rapidly rising production
costs, resulted in a decline in farm income.
Most of the good news was energy related.
Employment in heavy construction appears to have
held its own this year, thanks to the activity at
Colstrip. So did employment in the oil refineries.
And oil and gas exploration and production was the
only major industry group in the economic base to
increase its number of employees, as the search for
energy reserves continued. The only other basic
industry where employment did not decline was
the federal government; it reported little or no
change between 1979 and 1980.
There is a whole group of industries which have
not yet been mentioned. Economists call them
derivative industries. They serve the local popula
tion and the basic or export industries. They
include retail and wholesale trade; all kinds of
services; financial institutions, insurance and real
estate agencies; transportation companies except
railroads; construction except heavy construction;
public utilities; and state and local government.
These industries increased their employment very
rapidly during the 1970s as our economic base
expanded and as personal incomes grew. But in
1980 the total number of employees stayed just
about the same as in 1979. There were some
declines, in construction (excluding heavy con
struction) and retail trade, and there were some
increases, in nonrail transportation and utilities and
in services—mostly health services. Other
derivative industries maintained their employment
at 1979 levels.
The net result of all these developments, based
on preliminary estimates from the Montana
Department of Labor and Industry, is that total
employment in 1980 was about the same or just
slightly lower than in 1979. Unemployment was up
because the labor force was larger.
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Estimates of the labor income or earnings of
Montana workers in 1980 prepared by the Bureau
of Business and Economic Research indicate that
total earnings were 3 percent higher than in 1979;
earnings of workers in basic industries were down 2
percent; farm earnings were down 9 percent; and
nonfarm basic earnings showed no change. Total
earnings of workers in derivative industries in
creased by 6 percent.
Total labor income in 1979 and 1980
Millions of Dollars
1979
1980
Total labor
income
Basic
Farm
Nonfarm
Derivative

4,439
1,497
229
1,268
2,942

Percent
Change

4,593
1,474
208
1,266

3
-2
-9
0

3,119

6

Two-thirds of total personal income in Montana
comes in the form of labor income or earnings. The
other third comes from property income (rent,
dividends, interest) and transfer payments. Transfer
payments include social security benefits, pen
sions, unemployment insurance, welfare, and so
forth. Those sources are estimated to have in
creased significantly in 1980, thanks to such things
as higher interest rates, more unemployment
insurance payments,and increases in social security
payments to keep up with consumer price index
advances.
Mostly as a result of the increases in property
income and transfers, total personal income and
per capita income both were about 8 percent
higher in 1980 than in 1979.

sion nor strikes nor plant closures affected total
income in the state the way inflation did.
Total personal income in 1979 and 7980, constant
dollars
M illions of
1972 Dollars
1979
1980

Percent
Change

Total personal income
Labor income
Less social security
and residence
adjustment
Adjusted labor income
Property income
Transfer payments

3,722
2,735

3,645
2,566

-2
-6

(183)
2,552
663
506

(180)
2,385
721
539

-7
9
6

Per capita income (dollars)

4,735

4,633

-2

When the figures are adjusted for inflation, the
result is a 2 percent decline in total and per capita
income rather than an 8 percent increase. Real
labor income after deduction of social security was
down 7 percent. Only property income and
transfer payments showed an increase. (The
implicit price deflator for personal consumption
expenditures has been used to adjust these figures.
It reflected a lower rate of inflation than the
consumer price index last year.)
The 1979 income estimates presented above
were prepared by the U.S. Bureau of Economic
Analysis. The 1980 labor income estimates are from
the UM Bureau of Business and Economic Research
and 1980 property income and transfer payments
were estimated by Chase Econometrics, Inc., a well
known private economic forecasting firm.

Total personal income in 1979 and 1980
1Viillions <>f Dollars
1980
1979
Total personal income
Labor income
Less social security
and residence
adjustment
Adjusted labor income
Property income
Transfer payments
Per capita income (dollars)

6,040
4,439

6,524
4,593

(297)
4,142
1,076
821
7,684

(323)
4,270
1,290
964
8,293

Percent
Change
8
3

—

3
20
17
8

So in spite of everything there were a few more
dollars floating around Montana in 1980 than in
1979. But they were 1980 dollars. The truth is that
the biggest disaster of all last year, in Montana and
in the United States, was inflation. Neither reces-

SEg
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Prospects for 1981
Well, if 1980 was not a year we want to remember,
what about 1981? Let's look at the prospects for the
Montana economy this year.
I m going to approach 1981 by looking briefly at
the national outlook. Then we shall discuss our
major basic or export industries and how they may
fare within that framework.
Most national forecasters agree that 1981 is
shaping up as a year of little or no real economic
growth. The latest projections we have are from
Chase Econometrics as of mid-January.
U.S. Economy assumptions for 1981
Real gross national product up less than 1 percent over
1980.
Real disposable income about 1 percent higher than in
1980.
Inflation rate of 10 percent, compared to 9 percent in
1980 (GNP implicit price deflator).
Unemployment rate increasing from 7.2 percent in
1980 to 8.1 percent in 1981.
New housing starts up slightly, from 1.3 million in 1980
to 1.4 million in 1981.

Chase sees real GNP increasing less than 1
percent this year over 1980, with real disposable
income up just over 1 percent. Its scenario calls for a
moderate decline in the first quarter of 1981
compared to fourth quarter 1980; a relatively flat
performance in the second quarter; and small
increases in the third and fourth quarters. By the
end of the year, things should be looking better.
The inflation rate is expected to be higher than
last year, 10 percent as compared to 9 percent.
(Again, this is the implicit price deflator; consumer
price index increases likely will be larger.) More
people may be out of work, with the unemploy
ment rate as high as 8.1 percent, compared to 7.2
percent last year. And that all-important measure
for western Montana, new housing starts in the
United States, is projected only to go from 1.3
million to 1.4 million units.
These numbers do not paint an encouraging
picture. Yet many analysts and many business
people are expressing some optimism about the
future. They believe that the new administration
and the new Congress have a mandate from the
public to improve American economic perfor
mance. They look for new policies more favorable
to business expansion and, over the long run, to the
control of inflation. Many of the respondents to our
local business surveys in January expressed the
same belief or hope. But the effects of new policies.

however beneficial, will not be felt immediately.
The projections for 1981 recognize this.
If 1981 is to be a year of slow recovery and high
inflation in the United States, what can we expect
for Montana? Let's take a look at our key industries,
beginning with the forest industries.

Wood products
If the forecasts are accurate and U.S. housing starts
increase only slightly this year, 1981 will be another
tough year for the wood products industry and its
employees. The recession, the closure of the Evans
plant, and high inflation combined to reduce total
real labor income in wood products by 20 percent
or more last year. Real earnings in 1981 probably
will stay about the same.
Missoula took a big loss when Evans closed.
Nevertheless the community has been fortunate
during this recession in that the Champion
International operations have been a stabilizing
influence.
The Champion pulp and paper mill, which
produces mostly linerboard, kept running all
through 1980 and that was important for sawmills
who sell it their wood residues. Construction of the
addition to the mill kept payrolls up last year; this
year the operation of the new addition will help
offset the Evans loss.
Paper mill spokesmen expect 1981 to be a low
profit year. Costs are going up and the linerboard
market is not good enough to pass all the increases
on. Still as of mid-January they anticipated no
shutdowns in 1981. And market prospects for 1982
through 1986 look promising. That is good news for
Missoula and western Montana.
Although prospects for housing in 1981 are not
good, analysts continue to point out that there is a
potential demand for from 1.8 million to 2.0 million
housing units per year during most of the eighties.
The problem is whether enough people who need
housing will be able to afford it. The median selling
price of a single family home in the United States
last year was around $63,000. But the situation may
not be as grim as some people think. Most new
home sales are made to present owners, who have
some equity and who have higher incomes.
Lenders are experimenting with a number of new
financing packages. And both builders and poten
tial buyers may be recognizing the necessity for a
shift to smaller homes and more multi-family
housing.
The Montana wood products industry worries
about consumer demand for its products, but it
worries even more about its raw material supply
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and its competitive position in the national market.
Some potential timberlands still are being held out
of timber production, at least temporarily, for study
as potential wilderness. The current forest planning
process involves many constraints on timber
management and supply. And Montana producers
already face big disadvantages in stumpage prices
and freight costs when it comes to competing with
southern and Canadian producers.
The small producer who depends upon public
lands for timber is in especially bad shape. It is the
large integrated companies, especially those which
own their own timber, and the best managed of the
smaller companies that are most likely to survive.

Mining and smelting
Montana’s metal mining and smelting industries
took a severe beating in 1980. This year we will feel
more of the effects of the shutdowns announced
last October. And metal mining employment in
Butte may not climb back to last year’s pre-strike
level of 2,400 workers. As of mid-January, The
Anaconda Company reported about 1,800
employees in the Butte operations.
Copper prices are low. There probably won't be a
lot of improvement until the housing and
automobile industries begin to pick up again.
Nevertheless, total real labor income this year in
metal mining, smelting and refining probably will
be about the same as in 1980. The strike in the mines
last year caused a big reduction in 1980 earnings
and the settlement substantially raised hourly wage
rates. The big difference in the Butte-Anaconda
area will be that last year local businesses could
assume that when the strike was over payrolls
would get back to normal. But with last fall’s smelter
shutdown, smaller payrolls became permanent.
Other primary metals industries in Montana also
have problems. Escalating energy costs and poten
tial shortages plus difficulties meeting environmen
tal standards could mean more curtailments or
shutdowns in the future.
While all these discouraging events have been
taking place, there has been considerable activity
around the state directed toward developing other
metal resources. They include ASARCO's potential
copper mine in Lincoln County (which would
employ 300 workers), the possible reopening of a
lead and silver mine in Judith Basin County,
platinum exploration by The Anaconda Company
near Nye, and numerous other exploratory ac
tivities. But after development proves feasible it
takes a long time to get through the regulatory
processes and establish a new mine.

SEE
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In the meantime, Montana's metals industries
will play a much smaller role in the state’s economic
base, with additional losses possible over the
decade.

O il and gas
The oil and gas industry was one of the bright spots
in Montana last year. According to our preliminary
estimates, it was the only export industry to record a
significant increase in labor income after adjust
ment for inflation. With the losses in other export
industries, oil and gas provided about 11 percent of
total basic nonfarm earnings in 1980.
To quote the Montana O il Journal, “ the drilling
boom of the seventies advanced into the eighties
with unprecedented results." Over 800 wells were
completed—the second highest number on
record—and the success ratio was good. Activity
was concentrated in the Williston Basin in
northeastern Montana and in the Sweet Grass Hills
in the Cut Bank area. The Williston Basin is said to
be one of the hottest exploration areas in the
country just now, with more drilling activity to
come. Late in the year an important discovery near
Browning raised hopes for the western Montana
area of the Overthrust Belt.
The new wells are deep and expensive but
industry spokesmen expect further increases in
exploration activity. Federal decontrol plus the
good record of discoveries in Montana should
encourage more companies to look for oil and gas
here.
On the production side natural gas output was up
but crude oil declined slightly this year. Montana
refineries, heavily dependent on Canadian crude
oil, are obtaining it on an exchange basis. Supply
sources as of now appear to be secure.
Thanks to the exploration boom, we expect the
oil and gas industry to continue to provide
increased employment and earnings for Montana
workers and to constitute an increasingly important
part of our economic base.

Coal
The state’s other major energy resource industry—
coal—did not fare so well in 1980. Demand was
down due to the recession and to conservation
efforts; production was off about 2 million tons,
from 32.5 million in 1979 to just over 30 million last
year. There were layoffs at some of the mines, as
well as a short strike, and total real earnings
declined.
This year also may prove to be disappointing if

11

national projections of economic activity hold true.
But there is a new mine getting into operation—the
NERCO operation at Spring Creek. It may produce
as much as 5 million tons this year. That could put
total production up to around 35 million tons—a
new record, but far below even some moderate
earlier predictions.
For many reasons, coal has not yet lived up to its
promise either nationally or in Montana. Montana
coal spokesmen point out that there has been no
major long-term contract between an out-of-state
consumer and a Montana producer since 1975. (A
major long-term contract is defined as one calling
for a million tons per year or more.) After this year,
the next large increase in coal production in the
state will occur about 1984 when mines begin
producing for Colstrip 3 and 4.

Federal government
We classify the federal government as part of our
economic base—as a so-called export industry.
That is because decisions affecting employment
and earnings of federal workers in Montana are
made outside the state and because so much of
federal activity in Montana is dedicated to natural
resource management or to national defense.
Those services, of course, are performed for all
Americans.
Federal agencies are an important part of our
base as we define it: in 1979 and 1980 total labor
income of federal workers provided approximately
one-fourth of total nonfarm basic earnings, more
than any other single export industry.
Total earnings of federal employees in Montana
in 1980 showed little change over 1979 after
adjustment for inflation. They are not likely to
increase much in real terms this year either. Unless
some increased military activity takes place in the
state, I would expect federal government employ
ment to level off or decline over the next few years.
That means federal government payrolls will
become a somewhat less important part of our
economic base.

Other industries
Heavy construction was given a boost last year by
the activities at Colstrip. Although labor income
after adjustment for inflation did not increase in
1980, it did hold its own. Further increases in
employment and earnings will occur at Colstrip this
year. These increases may be large enough to offset
losses elsewhere and keep real earnings in heavy
construction equal to 1980.
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Labor income of railroad workers after adjust
ment for inflation was down last year because of the
loss of the Milwaukee Road. This year more coal
will be hauled from Montana mines, but the crews
doing the hauling will be based in Wyoming. Grain
shipments from Montana and across Montana
should continue strong. But little change in real
earnings in the railroad industry is likely in 1981.
The weather this winter has been unkind to
Montana winter recreation areas and our travel and
tourism industries have gotten off to a slow start. If
this turns out to be another year of little growth in
personal incomes around the United States, then
income generated by out-of-state visitors in 1981 is
not likely to increase, and could even decline a bit
from 1980.

Agriculture
Agriculture still is our most important industry.
Unfortunately, there is nothing more difficult to
estimate or project than farm income. It is always
wise to treat agricultural data with some skepticism.
There are so many farm products, so many farmers
and ranchers, and it is so hard to extract information
from them or about them, that economists working
with agricultural data are a very frustrated lot.
Cash receipts from sales of farm products
probably were about the same in 1980 as in 1979. In
both cases receipts reflected short wheat crops. Net
income in 1980 declined in response to higher
production costs. Cash receipts provide a measure
of agricultural spending and the industry’s effect on
the rest of the economy. Net income gives us an
idea of how farmers and ranchers are doing.
According to the U.S. Department of
Agriculture, prices for both wheat and cattle should
be higher this year. Export demand for wheat and
feed grains will be strong. Feed prices will be high,
but the Agriculture Department says 1981 should
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be a “ reasonably profitable year" for the cow-calf
producer.
All this is good news for Montanans, although
farmers and ranchers still are edgy about the lack of
moisture.
The Bureau of Business and Economic Research
estimates for 1981 take a somewhat optimistic
viewpoint and assume an increase of 10 percent in
net farm income after adjustment for inflation.
That's about the same increase as is being projected
for the United States as a whole. If we have another
drouth that estimate will be too high.
For 1981, then, prospects for the state's basic
industries look something like this:

Real labor income in most other basic industries
will probably stay about the same, except that we
will have a sharp decline in earnings in primary
metals.
The net result: total labor income in Montana
this year after adjustment for inflation will show
little or no improvement over 1980. Property
income may decline a bit, according to Chase
Econometrics projections, and transfer payments
likely will increase reflecting unemployment and
other benefits paid to workers in the ButteAnaconda area. Total personal income may in
crease as much as 10 percent, before adjustment for
inflation. But in constant dollars total income is
likely to be about the same as last yeaT.

Prospects for Montana's basic industries in 1981

Total personal income in 1980 and 1981

Industries where real earnings of workers may
increase:
Agriculture
Pulp and paper
Coal mining
O il and gas exploration and production
Metal mining

Industries where real earnings of workers will
show little change:
Wood products
O il refining
Other manufacturing
Heavy construction
Railroads
Federal government

Industries where real earnings of workers will
decline:
Primary metals

There could be significant improvement in both
cash receipts and farm income. Payrolls at the
Missoula paper mill will be up thanks to the recent
expansion. The new coal mine in eastern Montana
will increase real earnings in that industry. Oil and
gas exploration will continue to create increased
earnings. Metal mining will come back from last
year's strike-depressed levels.

SEES
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Millions of
Millions of
Current Dollars (1972) Dollars
1980
1981

Percent Change

$6,524
7,148

$3,645
3,630

10

0

The Eighties
A year ago, as we looked toward 1980 and beyond, I
said that while the new decade was not getting off
to a good start, I was optimistic about the prospects
for Montana's economy during the 1980s. Since
then I think we all may have discovered that our
problems are worse than we thought. We still are
not off to a good start and 1981 is not likely to
change that. But I continue to believe the Montana
economy will perform as well as or better than the
national economy during this decade. I base that
belief on our natural resources, especially our
energy resources, and the long-range potential for
agriculture.
Montana's fortunes, of course, are tied to those
of the nation. If the new-found concern for
economic performance continues; if we move
toward getting inflation under control; if
governments at both the state and national levels
work at encouraging sensible economic growth,
then I think Montana's longer-range prospects for
the eighties are good.
□
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Dr. Stroup is a strong advocate of the market system. His luncheon talk presented the case for
private ownership o f natural resources and public lands.

RICHARD STROUP

Richard Stroup is co-director of the Center for
Political Economy and Natural Resources and
professor of economics in the Department of
Agricultural Economics and Economics at Montana
State University. He recently co-authored a general
economics textbook that is being used in colleges
throughout the nation.

I recently clipped a cartoon from the editorial
page of the Wall Street Journal. The cartoon shows
a couple walking away from a nice colonial-style
house. The woman is remarking, “ The Smiths
certainly fixed up their house. They must be getting
ready to sell it." Like most cartoons in the Wall
Street Journal, this one is not terribly funny.
However, it does make an extraordinarily impor
tant point: the owner of an asset has every incentive
to act as if he cares about the future even if he will
not be personally connected to the asset in the
future. In other words, with a privately owned asset,
the price of that asset is the voice of the future. The
price reflects its future value to others. This is true
of a house, an office building, a factory, or a farm.
So long as the asset is privately owned and freely
tradeable, the owner's wealth is a hostage to
responsible management.
This simple cartoon points out one of the ways in
which a market mechanism with freely tradeable
property rights causes even selfish people to act as
if they cared about what others want. I am going to
discuss markets, especially natural resource
markets. A great many resource management
decisions which could be made efficiently in the

market are made politically instead. The market
mechanism is misunderstood and is grossly un
derrated by most people. This is true in labor
markets, securities markets, and especially in
natural resource markets. But markets do a much
better job than is generally realized.
Together with my colleagues at the Center for
Political Economy and Natural Resources at M on
tana State University, I have done a great deal of
work on natural resource management problems
and their potential solutions. In the following
pages, I want to use some of our research results to
explain why I think the market mechanism is hard
to improve upon. Even though I will focus on
natural resources, the reasoning and evidence
apply equally well to every market in the state.
Realistically speaking, how reliable is the market
mechanism for natural resources? Can we really
trust private individuals with increasingly scarce
and frequently nonrenewable natural resources?
Are responsible, forward-looking decisions likely
to be made by private individuals who are looking
out for their own best interests? In short, will
decisions made by private owners take into account
the needs and desires of the general public, even
those who are far away geographically or are yet to
be born? The answer, with a few important
exceptions, is an unqualified “ yes.” Private
decisions will normally be in the public interest. In
fact, there is logic and evidence to suggest that only
private property rights in a market setting can
reasonably assure us that the decision maker will be
willing and able to effectively take into account the
needs and desires of others, including those yet
unborn.
For many years now I have written about the
advantages to the nation of selling most of our
federal lands. There is a great deal of evidence to
support the statement that environmental quality is
more compatible with private resource ownership
than it is with governmental control.
I would like to take you briefly through the
reasoning and some of the facts that support this
somewhat surprising idea. After all, intuition would
not lead most of us to expect selfish and short
sighted private owners to take better care of a forest
or a prairie than would a duly elected or appointed
public servant. Yet that is exactly what is likely to be
true. If we want thoughtful stewardship of our land
and other natural resources, we should move many
more of those resources out of the public sector
and into private ownership. Both economic
efficiency and ecological responsibility will be
better served if we do so.

!£ £ £
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“As Adam Smith pointed out,
profitable decisions in the
marketplace are usually socially
beneficial decisions/'
Let us begin with perhaps my favorite political
economist, Adam Smith. More than two centuries
ago. Smith explained that if we want to be sure that
an individual will do good things for us, we should
explain to him how he can gain in the process. For
example, the butcher and the baker will be more
apt to provide us with good food if they can see the
personal benefits of trading with us. People
offering goods or money to the butcher and baker
will do better than will people asking for pity or
charity.
Nearly everyone, including butchers and bakers,
finds it easy to do good things for others while
simultaneously doing well. Fortunately, as Smith
pointed out, profitable decisions in the
marketplace are usually socially beneficial
decisions. Should meat be cut into roasts or into
steaks? Are large loaves or small loaves preferred?
Should the meat be sold today or held until later?
Which decision helps the seller the most? Any seller
wants to get top dollar by selling in the time, place,
and style that will prompt customers to pay the
most. Smith demonstrated that in seeking their own
gain, sellers are guided, as if by an “ invisible hand,”
to make decisions in the public interest while
simultaneously increasing their own welfare. If
cutting the meat a different way or waiting another
month to butcher it increases its value, then both
society and the seller are better served by the
butcher's profit-maximizing decision. By the same
token, buyers who must pay for what they get will
think twice about their “ needs.” When small loaves
cost less, the buyer seriously considers making do
with a smaller loaf.
It is not hard to see the beauty of such a system.
Producers, looking for extra revenue, think
seriously about ways to increase the value to users
of the product. Users, trying to save money, look
for ways to get satisfaction from cheaper goods;
that is, goods of lower value to others. Isn't that
exactly the way we want natural resources handled?
We want each decision maker to act as if the rest of
society is important, even when self-interest is a
prime motivator.
Adam Smith was not only a political economist,
he was also a moral philosopher. He was especially
attracted to the market system because it is more
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"There is a great deal of evidence
to support the statement that
environmental quality is more
compatible with private resource
ownership than it is with
governmental control/'
than just efficient; it makes a virtue of selfinterested behavior. The individual who fails to use
his assets and his talents efficiently for others will
also fail to be rewarded in the best possible way.
How does this principle apply today in the West?
It turns out to be very important for several western
resources. Animals that are owned by someone
seldom face the possibility of extinction. Land that
is currently mismanaged will have more value to a
different owner who is a better manager. Energy
that can be sold on a free market is seldom wasted.
Let's look briefly at an example of how each of
these resources can be mismanaged when property
rights are not privately owned and managed.
A good example of successful resource manage
ment was found among American Indians in the
Pacific Northwest. Northwest Indians harvested
salmon as they came upstream to spawn. Tribes had
their own specific locations on a particular river,
and the same group of fish returned each year to
spawn. Fishing sites were also assigned to families
or small groups within the tribe. Each tribe
managed its salmon so that the salmon run would
continue in following years. Those who benefited
from conservation on a particular stream were the
same people who were in a position to practice
conservation. They operated as owners. Mis
management of the resource at any time would
lead to a reduction in their personal welfare the
following year. The possibility of extinction was
simply not a problem until white men came along
and refused to honor the existing property rights or
even to copy the Indians' successful system.
Instead, white men used advanced technology to
fish for salmon at the mouth of large streams and far
out into the ocean.
Salmon are very cooperative creatures. If we let
them, they will swim upstream right into our
canneries. If we allow a few to spawn each year,
their progeny will go to the sea to graze for awhile
and then return, again swimming right into the
cannery. Instead of allowing the type of ownership
pattern demonstrated so successfully by the
Indians, our government regulators are trying to
avoid the extinction of salmon by making
16

“ poachers" less efficient. They are forcing
fishermen who go to sea to be less efficient.
Inefficient net sizes, short fishing seasons, and
other rules that cause waste of fishing resources are
followed instead. Some economists say that salmon
now have a net negative value to society, that is, the
amount spent in managing and capturing the
salmon is more than the salmon catch is worth. If
taxpayers were not footing a large part of the
management bill, the fish would simply not be
worth catching and marketing. In other words, if
the salmon simply disappeared, the country would
be better off than with the current fishery
mismanagement system.
Equally absurd management practices can be
observed in nonprivate management of land. At
the MSU Center for Political Economy and Natural
Resources, we have recently completed two books
and several articles detailing both the economic
and the ecological costs of managing natural land in
the public rather than in the private sector. In the
national forests, the costs of logging (including
timber management) are often far greater than the
revenues produced. Taxpayers make up the
difference, and citizens now and in the future will
suffer the environmental costs.
The Bureau of Land Management has engaged in
spectacularly destructive and extremely expensive
“ chaining" of thousands of acres of southwestern
pinyon-juniper forests, called “ Elfin Forests" by the
Sierra Club. (Chaining is the practice of sending
two huge crawler tractors on a parallel course, with
a few hundred feet of heavy duty anchor chain
dragging between them, in order to wipe out brush
and small trees so that more grass will grow.) Almost
no private owner engages in this practice; it is
simply too expensive to justify the extra grass that
results. The politically important ranchers who
lease BLM land enjoy the results, of course, but
then they don't have to pay for it. The BLM
bureaucracy likes the program because it
“ justifies" a larger budget. Understandably, en
vironmentalists are less than enthusiastic about the
practice.
Many other examples of natural resource
mismanagement have been documented, in
cluding cases of underdevelopment, where
valuable renewable resources are simply wasted to
the detriment of the economy and of game habitat.
The main point is quite simple: decision makers in
the public sector do not have to confront the
appropriate costs, nor is better decision making
rewarded with corresponding increases in
payments to the decision maker.

O u r M a rk e t System /Richard Stroup

In the private sector, any person or firm could
offer to buy a mismanaged forest, farm, or factory.
A price could be offered which, when better
management was adopted, would make both the
buyer and the seller better off. But those of us who
recognize mismanagement on a tract of public land
cannot take advantage of our knowledge by
tendering an offer to buy all or part of that land.
Again, the basic message is that without private
property rights, the decision maker who makes a
serious mistake, from society's viewpoint, does not
suffer personally from his failure. Similarly, others
who see better alternatives are typically unable to
obtain control of the resource. Mutual gains from
trade cannot be had because private, transferable
rights do not exist.
Another important problem in public sector
resource allocation strikes closer to home. It
involves electricity, electrical rates, and Montana
coal. Electricity, primarily from Columbia River
dams, is distributed in huge amounts by the
Bonneville Power Administration (BPA), a federal
agency. It is sold at cost—largely historical costs that
are far below the current value of electricity—
mainly to aluminum companies. Even though the
BPA doubled its rate to those firms about a year ago,
they still pay about one quarter as much for the
power delivered as it costs to generate electricity at
the most efficient new plants in the West. The
aluminum companies could conserve, and new
technologies using far less power are available. In
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some cases, they would also reduce output if they
faced the full cost of electricity. But if they did
conserve electricity, they could not reduce their
power bills by the value of the power, nor could
they sell the power they saved at its real value. The
power belongs to them on a long-term basis, but it
isn't theirs to sell at a profit. It is not transferable.
The BPA is in the same boat. If either BPA or its
customers could put the electricity on the open
market, my bet is that Colstrip 3 and 4 would only
be a gleam in some engineer's eye. Why? If the
price of the aluminum reflected its full cost, less
would be made (aluminum would be more
carefully conserved) and less electricity would go
into what was made. The result? Montana Power
could buy more existing hydropower and build
fewer coal-fired generators. Rates to MPC
customers would be lower, a profit would go to the
hydropower owners, and Montana environmental
aggravations would be reduced. BPA will probably
move in that direction. But it will be many years
later than private owners of the power would have
moved. Meanwhile MPC customers and society in
general have suffered substantial harm because
private rights do not exist and the political system
grinds slowly and uncertainly.
I have shown that public sector management of
natural resources is frequently detrimental to the
general public. This is not to suggest that public
sector managers are either incompetent or evil.
They are not. They simply face inefficient incentives

17

and inadequate information relative to those in a
market setting. For example, the bureaucratic
manager who saves money and resources by
reducing his own agency's budget will not have
access to the savings. Instead, he will be the
manager of a smaller bureau. A demotion, or at
least a reduced opportunity for advancement, is the
result. A cardinal rule of public policy is that we
should not expect people to act against their own
best interests. Yet this is what a cost-saving (or
budget-cutting) public sector manager would be
doing.
What about voters? Why is it possible for bureaus
to act against the general interests of the elec
torate? Most voters are rationally ignorant. Even on
critical matters, the average voter knows that his
vote will not change the outcome. He puts his
learning time and decision-making effort into
private and market decisions, where he personally
controls the outcome. So long as the bureau avoids
headline-making scandals, it is safe from public
scrutiny. By contrast, the narrowly focused special
interest group is watchful in its own area of
concern. The aluminum companies watch
Bonneville Power Administration prices like hawks.
Environmental groups watch wilderness studies
very carefully. Farm groups help the Bureau of
Reclamation get more money for building irriga
tion dams. The successful bureau manager need
not pay much attention to the interests of the
general public, but he cooperates closely with
special interests. So does the successful politician.
We have seen a few examples of the ways in
which private property rights were important to
good stewardship decisions in the past. We have
also seen how and why the public sector cannot be
expected to perform perfectly. But what about the
private sector in today's world? Is it realistic to
expect today's profit-oriented, sometimes short
sighted, private sector decision makers to look
perceptively down the road? Can nonrenewable
resources be trusted to these people? The answer,
as you might guess by now, is “ yes!" As long as
private property rights can be established, en
forced, and traded, good signals and strong
incentives will confront the private decision makers
and systematically push them toward socially
beneficial decisions. That is not to say that no errors
will be made. But when good information on what
others want is obvious in the relative prices a seller
can get and when the ability to do well reinforces
the human desire to do good, then the system is
about as good as we can make it.
To see why even shortsighted people will tend to

“The track record of governmen
tal management is so consistently
abysmal for such understandable
reasons that we have to be
pessimistic about nonmarket
solutions.”
act as if they care about the future, consider a
hypothetical case that ought to pose a severe trial to
the market system. A crotchety old rancher has just
discovered that he has only three or four years to
live. This fellow has no heirs and cares not a whit
about future generations. He has decided that he
wants to live about as much like a legendary Arab
oil shiek as he can. He wants the company of
younger women, the glow from older whiskey, and
all the creature comforts that money can buy. In
short, he wants to get as much out of his ranch as he
can, with no care about the future. Will such a
rancher really manage responsibly? Will he really
be a good steward?
Surprisingly, even here the answer is yes. To get
the most spending money out of his ranch, this old
fellow will either borrow as much as possible
against his equity in the ranch or, better yet, he will
put it on the market. In either case, if he overgrazes
the ranch this year or in any other way mismanages
it in a shortsighted manner visible to potential
buyers, the appraised value of the ranch will fall
immediately. (Think back to the cartoon.) His
ability to pull money out of the operation will fall
because its appraised value will fall. Cash flow in the
present is the voice of others in the market now,
asking him to buy less valuable inputs and to sell
more outputs. The asset value of the ranch is in fact
the spokesman for the future. He cannot act to
decrease the ranch’s future productivity without
immediately reducing his ability to spend. Land,
like all privately owned resources, tends to be
owned by the people who recognize and will strive
for the highest valued use possible. If you see a
ranch (or any other business) that you think is
mismanaged year after year, buy it! Form a
partnership or corporation if necessary; hire help if
necessary. If you don't, perhaps a successful ranch
operator nearby will. Privately owned resources
tend to gravitate to those who can operate them
profitably. Short-run profit calculations, of course,
must be viewed alongside any change in asset
values.

O u r M a rke t System /R ichard Stroup

Should we simply turn all of our resources over to
the private sector? Should government's only role
be to enforce private property rights and prevent
fraud in the market? Unfortunately, the world is not
quite so simple and elegant. Air, for example, is a
“ fugitive resource." We can't establish private
ownership for parcels of air. It moves around too
much. We can establish rights to clean air so that if
Joe pollutes Jean's air, Jean can sue Joe for
damages. This has been done for years, but
enforcement of those rights is difficult. One must
quantify the damages, prove that they were caused
by a particular pollutant, and prove who was the
source of the pollution. The market mechanism
simply does not work very well when property
rights are not clearly defined and easily en
forceable.
Defined, enforceable private property rights are
needed for a market to do its job. Even when we can
establish and easily enforce property rights in a
resource, as we do with water rights, for example,
there is another necessary condition for responsi
ble ownership: transferability. If the owner of a
resource cannot transfer or sell it, then he really
isn't fully responsible for what he owns. For
example, the farmer who owns water rights but
cannot sell them is likely to use water in a wasteful
manner. In Montana, this is certainly the case. The
farmers in the Yellowstone Basin could, at a cost,
use their water more efficiently, and probably

M O N T A N A BUSINESS QUARTERLY/Spring 1981

would if they could sell any water they conserved to
energy companies. But we have very strict laws
limiting such sales. These laws are not without
reason; but the point is that without transferability,
the incentive to use a resource wisely is reduced.
The owner who cannot sell does not in general face
the full opportunity cost of continuing to use (or
waste) his own resource. Access by others to the
resource depends on the good will and charity of
the owner. Obviously, market signals and incen
tives are not very effective in such a situation.
Not all natural resource problems are best
handled in the market. For a market to work well,
there must be clear and enforceable property rights
that are also transferable. Usually, we can arrange
this happy situation; sometimes we cannot. When
property rights are feasible, they work very well.
When they are not feasible, it does make sense to
examine the collective or governmental solution.
However, the track record of governmental
management is so consistently abysmal for such
understandable reasons that we have to be
pessimistic about nonmarket solutions. When the
market cannot do a good job, the resource is in real
trouble. Fortunately, except for the air resource, a
market solution can usually be constructed.
I heartily recommend the private property rights,
market solution to most of these problems. Selling
most of our public lands would be a big step in the
right direction.
□
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Missoula, Billings, G reat Falls, and Helena:
The O utlook for 1981
PAUL E. POLZIN
Paul Polzin discussed the outlook for each
o f the four seminar cities.

Paul E. Polzin is
Research Associate,
Bureau of Business
and Economic
Research, and
Professor of
Management,
School of Business
Administration,
University of
Montana, Missoula.

T h e techniques used to analyze Montana's urban
areas are somewhat different from those employed
in the discussion of the statewide economy. An
accurate picture of the economic conditions
during 1980 is not possible because there are few
up-to-date economic data for cities and counties.
Consequently, we must take a longer-range
perspective in examining the economic trends in
Missoula, Billings, Great Falls, and Helena.
Our procedure consists of three steps. First, we
use several general indicators to determine the
overall economic trends in each of the urban areas
and to rank the cities in terms of their economic
growth during the last decade. Second, we then
examine the detailed data to identify the sectors of
the economy responsible for trends. Finally, we will
analyze these crucial sectors of the economy to
determine whether the historic patterns will con
tinue.

General Economic Indicators
Population
The population trends during the 1970s for
Missoula, Yellowstone, Cascade, and Lewis and
Clark counties (representing the communities of
Missoula, Billings, Great Falls, and Helena, respec
tively) are shown in figure 1. The data are grouped
on ratio (logarithmic) scale, so that equal slopes
denote equal rates of change.
Figure 1 also presents population in the urban
counties as determined by the 1980 Census of
Population. Comparing the 1980 figures to those
from the 1970 Census provides a reliable estimate of
the overall population change in each county
during the 1970s. The 1971 to 1978 data are
intercensal estimates. They have not been revised
in light of the new benchmarks provided by the
1980 Census. Therefore, it is technically incorrect to
connect the points for 1978 and 1980 to determine
the population trend during these two years. The
intercensal estimates are useful, however, for
analyzing the general trend in population during
the seventies.
The population of Missoula County increased
from about 58,500 in 1970 to approximately 75,400
in 1980, representing an average compound growth
of 2.6 percent per year. Missoula County ranks first
among the urban areas considered here in terms of
its population growth rate, but it is actually seventh
in growth rate among all the fifty-six counties in
Montana, behind such fast-growing areas as
Rosebud, Flathead, and Gallatin counties. Accord
ing to the intercensal estimates, the growth rate
for the 1970-74 period was 2.7 percent per year, as
compared to 1.7 percent per year between 1974 and
1978.
The Census of Population reported 107,700
residents in Yellowstone County in 1980. This figure
is up from 87,800 in 1970, or an average increase of
2.0 percent per year for the entire decade. The
population growth was about 2.1 percent per year
during both the 1970-74 and 1974-78 periods,
suggesting continued and stable increases
throughout the decade.
The population of Cascade County has remained
relatively stable during the 1970s. The 80,600
residents in 1980 is a figure only slightly below the
82,300 reported in 1970. We suspect that the
intercensal
estimates
have
consistently
overestimated the population of Cascade County
since 1970, and that the apparent decline from
86,400 in 1978 to 80,600 in 1980 is probably
exaggerated.
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Figure 1
Population in Yellowstone, Cascade, Missoula, and
Lewis and Clark Counties

The number of residents of Lewis and Clark
County rose from about 33,500 persons in 1970 to
approximately 43,100 persons in 1980, for an
average growth rate of 2.5 percent per year. The
population estimates suggest that the population
growth accelerated during the latter portion of the
decade; the estimated annual rate of increase was
3.1 percent from 1974 to 1978, as compared to 2.0
percent between 1970 and 1974.
Nonfarm labor income
The second general economic indicator is nonfarm
labor income, which is graphed in figure 2.
Nonfarm labor income or earnings consists of the
wages and salaries, proprietors' income, and
certain fringe benefits of all working persons,
except those working on farms and ranches. In
other words, it is the labor income of all persons
(except those in agriculture) engaged in the current
production of goods and services, and is sometimes
called nonfarm participation income. Farms and
ranches have been excluded because of the
significant year-to-year fluctuations in net
agricultural income, mostly due to market con
ditions. In order to correct for inflation, the figures
for nonfarm labor income or earnings have been
converted to constant 1972 dollars.
Nonfarm labor income is a particularly useful
index of local economic conditions because it
measures the payments to workers, and in most
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areas there is a high correlation between economic
activity and the amount of labor required to
produce it. In other words, changes in nonfarm
labor income provide an approximate equivalent
for changes in Gross National Product (GNP), a
statistical series not available for local economies.
The figures must be interpreted with caution,
however. For example, the growth rate of nonfarm
earnings may overstate the actual increases in total
economic activity in a local economy because
increasing productivity often leads to wages rising
faster than output and production.
We have often complained about the time lag in
economic data for local areas. This year, we have
presented in figure 2 rough estimates of nonfarm
labor income during the first quarter of 1980. All of
our frequent warnings concerning the accuracy of
the data are especially appropriate for these
numbers; they are based on partial and preliminary
reports for only certain components of the
economies. Despite these caveats, the first quarter
of 1980 is likely to be identified as a major turning
point in the national economy, and these figures
for nonfarm labor income provide a useful insight
into the conditions in the local economies.
Looking first at Missoula County, the nonfarm
labor income data clearly show the cyclic nature of
this economy. From 1970 to 1973, nonfarm earnings
grew at an average annual rate of 6.5 percent. The

Figure 2
Nonfarm Labor Income in Yellowstone, Cascade,
Missoula, and Lewis and Clark Counties
in 1972 Dollars

relatively flat segment during 1974 and 1975
corresponds to the national recession at that time.
Finally, the recovery phase of the national business
cycle is reflected in the 9.6 percent growth rate for
nonfarm earnings between 1975 and 1979. Looking
more closely at the recent years reveals that the
graph has a decreasing slope, indicating a decelera
tion in the rate of growth. Specifically, nonfarm
labor income grew 14.2 percent in 1977, about 9.9
percent in 1978, approximately 5.9 percent in 1979,
and the preliminary figures for first quarter 1980
suggest an increase of only 3.0 percent (at an annual
rate). These figures suggest that if 1980 does turn
out to be a recession year, some of the precon
ditions were already present before the actual
downturn occurred. In any case, the 9.6 average
annual increase in Missoula County between 1975
and 1979 was the highest growth rate among
Montana's major urban areas during any portion of
the seventies.
The relatively stable economic growth in
Yellowstone County is also reflected in the data for
nonfarm earnings. First of all, notice that the 197475 recession was barely felt in Billings; there was
simply a deceleration in the rate of growth. In
addition, this economy expanded at an annual rate
of about 7.4 percent during both the 1970-73 and
1975-79 periods, which roughly corresponded to
expansion phases of the two most recent business
cycles. Even in booming Billings, however, the data
for 1980 are not promising; the preliminary
estimates for the first quarter show nonfarm labor
income up only about 5.7 percent (at an annual
rate) from 1979, as compared to growth rates of
approximately 7.0 percent in 1979 and roughly 9.1
percent in 1978.
The data graphed in figure 2 indicate that there
were periods of significant economic growth in
Cascade County. Nonfarm labor income grew
about 3.4 percent per year from 1970 to 1973, and
3.3 percent per year between 1975 and 1979. The
declines during 1974 and 1975 correspond to a
period of nationwide recession. The preliminary
estimate for the first quarter of 1980 suggests that
the recession may have already begun in Cascade
County in that year. Nonfarm earnings (at an annual
rate) were about 4.0 percent below their 1979 level.
The 1974-75 recession lasted only about one year
in Lewis and Clark County. Beginning in 1975,
nonfarm labor income turned upward and grew at
an average of about 5.7 percent per year during the
next four years, a slightly greater rate of increase
than the average of 5.3 percent per year experi
enced during the 1970-73 period. The period of
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growth since 1975 may be at an end, however;
the preliminary estimate of nonfarm labor earn
ings during the first quarter of 1980 (at an an
nual rate) was about 4.0 percent less than the
1979 figure.
Based on the nonfarm labor income data
graphed in figure 2, the four major urban areas
appear to have a number of things in common. First
of all, the 1974-75 recession was clearly felt in all
four cities. The actual impact varied from com
munity to community, however, with Billings and
Helena experiencing less impact than Missoula and
Great Falls. Second, all four cities experienced a
robust economic recovery following the 1974-75
recession. But there is evidence that the recovery
may have run out of steam; the growth rate of
nonfarm labor earnings consistently declined in all
four cities (as indicated by the decreasing slope of
the graphs) after the first few years of the recovery
phase. Finally; the preliminary data for the first
quarter of 1980 suggest that it may not have been a
prosperous year. In Missoula and Yellowstone
counties, the rate of growth in nonfarm labor
income was less than experienced earlier (con
tinuing the trend noted earlier), while there were
declines in Cascade and Lewis and Clark counties.
Per capita income
The third general economic indicator is per capita
income, equal to total personal income divided by
population. Per capita income is often used to
measure economic well-being—that is, how welloff people are. The major shortcoming with this
approach is that it equates well-being with money
income, and certainly Montanans enjoy many
benefits which cannot easily be converted into
dollars and cents. Further, because per capita
income is a ratio (income divided by population), it
is extremely sensitive to variations in both the
numerator and denominator. Therefore, because
year-to-year fluctuations may be difficult to
interpret, the best way to analyze per capita income
is to examine the long-range trends. Per capita
income has also been converted to 1972 dollars to
eliminate the effects of inflation.
Per capita income in Missoula County increased
from about $3,500 (1972 dollars) in 1970 to
approximately $5,200 (1972 dollars) in 1979,
representing a 4.4 percent average annual growth
rate. (The incomes shown in figure 3 have been
rounded to the nearest hundred dollars, although
the exact figure was graphed.) This was the fastest
growth rate among the four urban areas. Per capita
income in Missoula County has traditionally lagged
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Figure 3
Per Capita Income in Yellowstone, Lewis and Clark,
Missoula, and Cascade Counties, in 1972 Dollars

behind the other communities and the statewide
average. But, as shown in figure 3, the rapid growth
since 1976 has eliminated much of this deficit.
Per capita income in Billings during 1970 was
about $4,000 (1972 dollars); during the next nine
years it rose at an average of 3.8 percent per year,
and stood at approximately $5,500 (1972 dollars) in
1979. The other general indicators suggested
relatively little economic growth in Cascade
County during the 1970s, but per capita income
increased from about $4,000 (1972 dollars) in 1970 to
approximately $5,100 (1972 dollars) in 1979, an
average growth rate of 2.8 percent per year.
Helena, which is the smallest of the urban areas
examined here, had the greatest per capita income
(at least until 1979, when the figure for Billings was
slightly higher); however, it rose at only 2.3 percent
per year between 1970 and 1979, far less than the
growth rates in the other three communities.
In order to put the performance of the urban
areas into perspective, Montanans' per capita
income rose from about $3,700 (1972 dollars) in 1970
to approximately $4,700 (1972 dollars) in 1979, or a
2.8 percent annual growth rate. In other words,
during 1970 only Missoula's per capita income—at
$3,500 (1972 dollars)—was less than the statewide
average. By 1979, however, per capita income in all
the urban areas was greater than the figure for
Montana. Stated differently, the annual growth
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rates for per capita income in Missoula (4.4 percent)
and Yellowstone (3.8 percent) counties exceeded
the average for Montana, while the corresponding
figures for Cascade (2.8 percent) and Lewis and
Clark (2.4 percent) were equal to or less than the
statewide figure.
Finally, we should keep in mind that per capita
income in all four of the urban areas increased
significantly during the 1970s. During 1979, the
average incomes in these communities were
between 24 and 47 percent higher than in 1970even the lowest figure (24 percent) represents a
sizable improvement in economic well-being
during the 1970s. The rise in per capita income may
somewhat overstate the improvement, however;
the figures do correct for inflation, but they do not
account for the growth in taxes.
A brief comparison
The 1970-79 trends in the general economic
indicators for the major urban areas and Montana
are summarized in table 1. In terms of overall
economic performance, Billings and Missoula
should be ranked about equal; Missoula County
had slightly higher growth rates for population and
per capita income, but Yellowstone County was
first in terms of increases in nonfarm earnings. In
Lewis and Clark County, the population growth
rate almost equaled that in Missoula County, but
the increases in nonfarm labor income and per
capita income were significantly less than the two
leaders in these categories. Even though Great Falls
lagged behind the other communities in popula
tion and nonfarm earnings growth, the increase in
per capita income was equal to the statewide
average.
Table 1
Average Compound Growth Rates fo r General
Economic Indicators in Montana’s
M ajor Urban Areas
(In Percentages)

P opulation
1970-80
Cascade County
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Nonfarm
Labor
Income
1970-79

- 0 .2

2 .8

Lewis and C lark County

2 .5

5 .0

M issoula County

2 .6

6 2

Yellowstone County

2 .0

6 .k

Montana

1 y

^ y

Per Capita
Income
1970-79
2 .8

2.4
k.k
3.8
2 .8

Unemployment rates
Maxine Johnson has shown that the statewide
economy did not fare well during 1980. Also, the
preliminary estimates for nonfarm labor income
during the first quarter of 1980 suggest that this was
a crucial period; two cities experienced reductions
in the rate of growth while the trend turned
downward in the remaining two communities.
Taken together, these items suggest that 1980 may
have been a turning point for the economies of
Montana's major urban areas. Consequently, we
now take a closer look at unemployment rates,
which are the most recent economic data available
for local areas.
We normally do not use unemployment rates as a
local economic indicator. Unemployment rates are
derived using the results of a monthly survey; often
there are insufficient respondents from many
Montana communities to produce reliable es
timates. In addition, demographic changes in the
population make it difficult to analyze long-range
trends in the unemployment rate. For example, the
recent influx of young persons into the labor force
(who are more prone toward unemployment) may
increase the overall level of the unemployment
rate. On the other hand, estimates of unemploy
ment rates are relatively current; they are available
with a two or three month lag, compared to one or
two years for the other economic indicators.
Therefore, if we interpret them cautiously, un
employment rates may provide some indication of
economic trends during the latter portion of 1980.
Unemployment rates for Montana's major urban
areas are presented in table 2. The data for 1973 to
1979 are annual averages while the figures for 1980
are based on reports for only January to October.
Notice that the unemployment rate rose between
1979 and 1980 in all four communities; the increases
varied from a full percentage point in Billings (3.7
vs. 4.7 percent) to only 0.3 percent in Helena (4.8 vs.
5.1 percent). In comparison, the rise in the
unemployment rates from 1973 to either 1974 or
1975 (the full force of this recession was not felt in
some communities until 1975) was much greater
than the 1979-80 increase. For example, the rate
jumped 2.2 percentage points (5.2 vs. 7.4 percent) in
Missoula and 1.1 percentage points (4.3 vs. 5.4
percent) in Billings. The trends in the unemploy
ment rate suggest that the slowdowns and declines
noted earlier in the first quarter 1980 data were
probably not reversed later in the year. At the same
time, the current conditions do not appear to be as
bad as during the last recession.
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Table 2
Unemployment Rates fo r Montana’s M ajor
Urban Areas
1973-80
(In Percentage o f C ivilian Labor Force)
1973

197*

1975

1976

1977

1978

1979

I960*

Cascade County

5 .7

5 .5

6 .5

6 .5

6 .6

7 .0

6 .2

lewis and d a r k County

6 .2

6 .8

6 .8

6 .6

5 .0

5 .6

6 .8

6 .9
5.1

Missoula County

5 .2

6 .0

7.6

6 .8

7.6

6 .5

6 .2

7.0

Vallowstone County

6.3

6 .2

5 .6

6 .8

6 .8

6 .7

3 .7

6 .7

" F irs t ten Months.

Basic Industries
As we have explained in the past, basic or export
industries are the major determinant of growth (or
lack of it) in Montana's urban areas. These
industries depend heavily on markets outside the
region where they are located or are otherwise
influenced by factors originating beyond the
region's borders. The major examples are
agriculture, mining, railroads, wood products,
tourism, and the federal government. The earnings
of workers in export industries represent an
injection of new funds into a city's economy, which
in turn creates additional income as these dollars
are spent and respent in the local area.
The basic or export industries are analyzed in
terms of labor income or earnings, rather than
employment. It is the amount of basic earnings
which affects the local economy, not necessarily
the number of basic workers. It makes little
difference whether $10,000 of export earnings
represents the salary of one person, or the income
of two workers each making $5,000.
Even though basic industries are a straight
forward concept, they are sometimes difficult to
measure. First of all, some do not correspond to the
Standard Industrial Classification (SIC) codes.
Portions of the tourist industry, for example, are
found in retail trade, services, and other categories.
In addition, data for certain basic industries are not
available.
Montana's major urban areas serve as regional
medical centers, attracting many patients from the
surrounding areas. There are very little data con
cerning the earnings of health care professionals,
let alone the portion derived from nonresidents.
We are attempting to correct these omissions,
however. In the next issue of the Quarterly we will
look closely at the health care industry in the urban
areas and make a crude estimate of their contribu
tion to the local economic base.
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Contract construction is another problem in
dustry. It is usually difficult to separate the earnings
of workers associated with projects belonging in
the basic sector, such as federal dams or highway
construction, from those which are derivative in
nature, such as adding to a house. In addition,
construction projects are transitory and do not lead
to permanent increases in employment and labor
earnings. As a general rule, we have chosen not to
include contract construction in the export sector.
Instead, we will take special account of the few
instances (such as in Missoula) where major
construction projects are underway.
Changes in the economic base or changes in
export industries go a long way toward accounting
for recent economic trends. They do not provide a
complete explanation, however, and we cannot
identify the cause of each blip and squiggle in the
graphs. The relationship between the export
industries and population, personal income, and
nonfarm earnings is subtle and complex. There may
be time lags, for example, which tend to cloud the
relationship between export and derivative sectors.
In order to analyze both recent and longer-range
trends in the basic industries, data are presented for
several years. For each urban area, labor income in
the basic or export industries is reported for the
years 1970 and 1979. In addition, figures for an
intermediate year are also shown; in Missoula,
Billings, and Great Falls, the statistics are for 1975,
while 1974 was chosen for Helena. In each case, the
intermediate year corresponds to the trough in
economic activity associated with the 1974-75
recession. In other words, comparing the 1979
figures with those for 1974 or 1975 gives an
indication of local economic conditions during the
upswing phase of the current business cycle.
Similarly, the 1970 and 1979 data help to reveal the
long-range trends in the basic industries.
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Missoula
The general economic indicators for Missoula
County, especially nonfarm labor income, show
accelerated growth during the latter portion of the
1970s. The wood products industry was the primary
cause of this robust performance. As shown in
figure 4, the earnings of wood products workers
rose from $29.9 million (1972 dollars) in 1975 to $48.8
million (1972 dollars) in 1979, an increase of about
63 percent. In comparison, wood products earnings
in 1975 were just 10 percent higher than in 1970. We
must keep in mind, however, that 1975 was a
cyclical lowpoint, and it may be misleading to
compare these figures with the data for 1970. Even
so, the wood products industry obviously was much
more prosperous from 1975 to 1979 than between
1970 and 1975.
The wood products industry includes loggers and
workers in sawmills, plywood factories, the pulp
and paper plant, and other wood products firms.
The $48.8 million (1972 dollars) earned by these
workers represented slightly less than 48 percent of
the total export earnings of $101.8 million (1972
dollars) during 1979. Had we included the 1,110
federal and state employees associated with

resource management agencies (i.e., persons
working for the U.S. Forest Service, the U.S. Bureau
of Land Management, and the Montana Division of
Forestry), the relative importance of the forest
resources would exceed 60 percent.
The federal government was, technically, the
second largest component of Missoula’s economic
base. In addition to the resource management
agencies mentioned earlier, federal government
earnings include persons working for the U.S. Post
Office, the U.S. Internal Revenue Service, and
other agencies with offices or installations in
Missoula. The $17.9 million (1972dollars) earned by
these workers represented about 17.6 percent of
Missoula's economic base during 1979. From 1970
to 1975, federal government labor income rose
from $13.5 million (1972 dollars) to $18.9 million
(1972 dollars), but it then declined slightly to $17.9
million in 1979. The number of federal workers in
Missoula has remained relatively stable throughout
the 1970s. The variations in the total earnings for
federal workers were for the most part caused by
pay increases which sometimes exceeded and
sometimes fell short of the rate of inflation.

Figure 4
Labor Income in Basic or Export Industries, Missoula County
in 1972 Dollars
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The University of Montana is another major
component of Missoula's economic base. The
earnings data include all the UM employees—
faculty, staff, and student workers. The $14.3 million
(1972 dollars) paid to University workers during
1979 represented approximately 14 percent of total
export labor earnings. Despite the reductions in
faculty and staff and funding difficulties, the
University of Montana did not have a significantly
negative impact on Missoula's economy during the
1970s; the $14.3 m illion (1972 dollars) in labor
earnings during 1979 was only slightly less than the
1970 level of $15.9 million (1972 dollars).
Missoula is a regional trade center. The figures
for retail trade represent that portion of labor
income which can be attributed to the non
residents who shop in Missoula; they also include
the nonresident students attending the University
of Montana. The export component of retail trade
increased from $4.8 million in 1970 to $5.3 million
(1972 dollars) in 1975, and then to $6.7 m illion (1972
dollars) in 1979. Most of the growth between 1975
and 1979 may be attributed to Southgate Mall,
which opened in 1978.
The export component of wholesale trade
includes Missoula wholesalers who supply stores in
Poison, Hamilton, and elsewhere in western
Montana. The downward trend in this industry—
from $3.0 million (1972 dollars) in 1970 to $0.9 (1972
dollars) in 1979—does not necessarily mean that
Missoula wholesalers are losing business; rather, it
simply means that an increasing share of the
expansion in this industry may be attributed to local
economic growth.
The other manufacturing category consists of
several businesses producing a variety of products;
it includes, for example, a dental instrument maker,
a wood stove manufacturer, and a number of other
firms. Earnings of workers in this industry increased
from $0.6 million (1972 dollars) in 1970 to about $1.8
million in 1979, a rise of 200 percent. Despite this
very rapid growth, this category still accounted for
less than 2 percent of Missoula's economic base
during 1979. This suggests that attempts to diversify
Missoula's economic base by attracting new
industry—typically firms similar to those in these
manufacturing categories—would have to be very
successful before significantly altering the com
position of the local economic base.
Earlier we saw a noticeable deceleration in the
rate of growth in nonfarm earnings for Missoula
after 1977. Even though this approach is not well
suited to analyzing short-range changes, analyses
of the basic industries do provide some further
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information about this recent trend. Specifically, it
appears that the wood products industry grew
more rapidly during the early stages of the recovery
from the 1975 decline. Earnings of wood products
workers were about $47.0 million (1972 dollars)
during 1978. This figure is only $1.8 million (1972
dollars) less than the $48.8 million (1972 dollars)
earned in 1979. In other words, most of the increase
in the wood products industry between 1975 and
1979 occurred early in this period.
Detailed comparisons of earnings between 1978
and 1979 reveal that none of the basic industries
shown in figure 1 experienced significant increases.
(We would caution, however, that comparing the
1979 figures presented here with the 1978 data
published in the Spring 1980 Montana Business
Quarterly may be misleading because some of the
earlier figures have been revised.) Had there not
been phase two of the Champion International's
packaging division (formerly Hoerner-Waldorf)
expansion and several other large building pro
jects, Missoula's economy may have fared even
worse during 1979 and early 1980. We do not have
exact figures, but these projects appear to have
employed at least 400 persons with earnings of
about $4.0 million (1972 dollars). These jobs are
technically classified in the construction industry
and are not included in the data shown in figure 4.
They are, however, a temporary addition to
Missoula's economic base.
In summary, there has been significant growth in
Missoula's economy since the 1975 trough in the
business cycle; but, most of the growth occurred
early in the recovery. The wood products industry
was responsible for most of the increase in
Missoula's economic base, and the deceleration in
this industry led to the economywide slowdown in
1979. Missoula's economy would have been much
worse during 1979 and early 1980 if several
construction projects had not been undertaken at
that time.
Billings
Billings is a major regional trade center, and the
export components of both wholesale and retail
trade were important contributors to the growth of
the basic industries there. The export component
of wholesale trade doubled during the 1970s, from
$18.1 million (1972 dollars) in 1970 to $38.2 million
(1972 dollars) in 1979. Further, this industry
represented the largest single component of the
economic base in Yellowstone County, accounting
for about 27 percent of total export earnings during
1979. The export component of retail trade,
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although much smaller than its wholesale trade
counterpart, also increased rapidly during this
period. The earnings of these workers rose from
$4.2 million (1972 dollars) to $8.0 million (1972
dollars) between 1970 and 1979, and represented a
little less than 6 percent of total export earnings.
Billings has a broad and diverse economic base,
and almost all of the components contributed to
the growth in export earnings during the 1970s. As
shown in figure 5, only agriculture, which is
volatile, experienced a significant decline when
measured using data for 1970 and 1979. Nonfarm
basic earnings grew from $87.1 million (1972
dollars) in 1970 to $99.8 million (1972 dollars) in
1975, and then rose further to $137.7 million (1972
dollars) in 1979.
Manufacturing in Yellowstone County consists of
oil refining, food processing, and other manufac
turing. Taken togther, these three categories had
1979 earnings of about $37.5 million (1972 dollars).

or slightly less than 27 percent of the total. Food
processing (primarily meat packing and sugar beet
processing) and oil refining have long been
mainstays of the Billings economy. As shown by the
data in figure 5, these industries have experienced
stable, but unspectacular long-range growth. The
real news is in other manufacturing, which
increased from $3.1 million (1972 dollars) in 1970 to
$5.1 million (1972 dollars) in 1975, and then more
than doubled to $12.2 million (1972 dollars) in 1979.
This category consists of a variety of small and
medium-sized manufacturing firms. Most of the
growth, however, can be attributed to expansions
by several modular home builders and fabricated
metal manufacturers. These home builders serve a
wide market and they provide a sizable portion of
the housing in rural areas impacted by coal
development. The fabricated metal firms grew as a
result of energy development. For example, one
firm produces steel plates and structural metal

Figure 5
Labor Income in Basic or Export Industries, Yellowstone County
in 1972 Dollars
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components used in coal mines and construction
projects; another business manufactures nonpressurized aluminum and steel tanks, which are
being marketed in the oil fields of Montana, North
Dakota, and Wyoming.
Railroad workers accounted for most of the $19.3
million (1972 dollars) in export earnings in transpor
tation during 1979, but this category also includes
oil and natural gas pipelines, certain airline
workers, and about 100 Burlington Northern
employees directly concerned with energy
development. Most of the growth in this category
has been associated with coal development. During
the last few years, new crews have been hired to
operate the coal unit trains, and some have been
based in Billings. More important, however, was
the unit train servicing facility at Laurel (also in
Yellowstone County), which reached its peak level
of employment during 1978 and 1979.
The regional headquarters of several large
agencies—including the U.S. Bureau of Land
Management, the U.S. Bureau of Reclamation, and
the U.S. Forest Service—employ a sizable portion of
the federal government workers in Yellowstone
County. The number of federal workers increased
slightly during the 1970s; the upward trend in total
earnings was caused by pay increases which
exceeded the inflation rate.
In summary, the sizable growth in the economic
base in Billings cannot be attributed to just one
industry. All of the nonagricultural export in
dustries experienced both long-range and shortrange increases during the 1970s.
Creat Falls
Malmstrom Air Force Base is the largest component
of the economic base in Cascade County, and was
one of the major causes of the lack of growth in
total export earnings during the 1970s. The officers
and enlisted men (whose earnings are classified in
the federal military category) earned about $37.6
million (1972 dollars) during 1979 and represented
about 37 percent of the economic base. In addition,
the U.S. Department of Defense employed about
60 percent of the federal civilian employees.
Therefore, more than one-half of the economic
base in Cascade County may be attributed to
Malmstrom AFB (figure 6).
The economic importance of Malmstrom AFB
was at its peak during 1973 and 1974. Since then,
there has been a slow but steady decline in the
number of military personnel. There were about
4,500 officers and enlisted men during 1979, as
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compared to approximately 5,500 in both 1973 and
1974. There was also a sharp cutback of civilian
employees between 1974 and 1976. The economic
impacts of these military and civilian reductions at
Malmstrom were delayed by the missile renovation
workers, who were assigned to the Great Falls area
during 1977 and 1978. It was only in 1979, when the
temporary effects were over, that the actual trends
at Malmstrom were evident. Notice that federal
military earnings declined from $45.5 million in
1975 to approximately $37.6 million in 1979, a
decrease of more than 21 percent.
Primary metals refining was another troubled
industry in Cascade County. The closing of The
Anaconda Company's zinc plant in 1973 led to the
loss of almost 1,000 well-paying jobs. The next piece
of bad news came in September 1980 when
Anaconda announced that its copper refining
activities in Great Falls would be discontinued.
During 1979, the last year of full operation, the 550
Anaconda workers earned about $8.4 million (1972
dollars) and accounted for about 8 percent of the
economic base.
All of the bad news overshadows the fact that
there were prosperous export industries in Cascade
County. There was significant growth in the export
component of wholesale trade. This industry
represents the Great Falls wholesalers who supply
stores and businesses in Havre, Shelby, and
throughout north central Montana. The earnings of
these workers more than doubled during the 1970s,
from $5.7 million (1972 dollars) in 1970 to $12.4
million (1972 dollars) in 1979. This increase in
wholesaling, combined with consistent (but slow)
growth in the export component of retail trade,
suggests that Great Falls continues as one of the
major regional trade centers in Montana.
Another bright spot is the lodging, finance, and
other category, which increased from $2.1 million
(1972 dollars) in 1975 to $5.0 million (1972dollars) in
1979. This classification includes a number of
diverse firms. First of all, there are the hotels and
motels, which represent a portion of the tourist and
convention industry in Great Falls. There is also a
number of businesses providing agricultural ser
vices to farmers and ranchers in north central
Montana. Finally, there is a regional leasing firm
which located in Great Falls in the mid-1970s and
currently employs almost 200 persons.
In summary, the lack of economic growth during
the 1970s in Cascade County can be traced directly
to the trends at Malmstrom AFB and primary metals
refining. Excluding these two industries and
agriculture (which is volatile) the remaining
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Figure 6
Labor Income in Basic or Export Industries, Cascade County
in 1972 Dollars

components of the economic base increased
roughly 40 percent between 1970 and 1979.
Helena
Government dominates the economic base in
Lewis and Clark County and has been the most
important cause of economic growth during the
1970s (figure 7). During 1979, state government
workers earned about $34.4 million (1972 dollars),
and accounted for about 46 percent of total export
labor earnings. This probably understates the true
importance of state government in the local
economy because it does not include the
numerous consulting firms in Helena which
depend heavily on contracts from government
agencies. Federal government employees earned
about $15.4 million (1972 dollars), and represented
about 21 percent of the total. Taken together, the
state and federal government constitute roughly 66
percent of the economic base in Helena. The
30

federal government category includes the
employees of the U.S. Veterans Administration
Hospital at Fort Harrison plus the other federal
agencies which maintain offices in Lewis and Clark
County such as the U.S. Forest Service, the U.S.
Department of the Interior, and the Federal
Highway Administration.
State government was the largest contributor to
the long-range expansion of Helena's economic
base during the 1970s. The labor income of state
government employees more than doubled
between 1970 and 1979; it rose from $16.0 million
(1972 dollars) in 1970 to $22.4 million (1972 dollars)
in 1974, and increased further to $34.4 million (1972
dollars) in 1979.
The increases in state government labor income
should be interpreted cautiously; they do not
reflect the most recent trends. Much of the rise in
earnings between 1974 and 1979 may be attributed
to a one-time adjustment in the salaries of state
employees, when they were placed on a standard
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statewide pay plan. Their total earnings have
actually been stable during the most recent years;
they totaled $34.9 million (1972 dollars) in 1977 and
$35.0 million (1972 dollars) in 1978, almost equal to
the $34.4 million (1972 dollars) earned in 1979.
Further, the number of state government
employees in Lewis and Clark County has remained
relatively stable during 1977,1978, and 1979. In fact,
it was this lack of growth in state government which
slowed the increases in the economic base and may
have been mostly responsible for the deceleration
in nonfarm earnings we noted earlier.
Excluding government, the largest contribution
to the expansion of the economic base was the
recent increase in employment at the state
headquarters of Mountain Bell, which is included
in the transportation and communication category.
Mountain Bell has consolidated a number of
functions in Helena, and by the end of 1979 there
were almost 600 employees at the state head
quarters. (The phone company jobs associated with
serving the local area are classified in the derivative

sector.) Between 1974 and 1979, labor earnings in
the communication and transportation industry
rose from $5.1 million (1972 dollars) to $11.1 million
(1972 dollars); most of this rise is attributable
directly to Mountain Bell.
The primary metals and chemical category
includes the American Smelting and Refining
Company (ASARCO) smelter in East Helena, a paint
manufacturer, and several other small firms. All
experienced significant growth between 1974 and
1979. Other manufacturing combines several wood
products firms, a tool maker, a structural building
manufacturer, and the Kaiser Cement Company.
The combined labor earnings of these firms rose
from $2.4 million (1972 dollars) in 1974 to $3.7
million (1972 dollars) in 1979, a rise of about 54
percent, due mostly to expansions in wood
products.
Wholesale and retail trade are not important
contributors to the economic base in Lewis and
Clark County. This does not mean that people do
not come to Helena to shop, or that certain stores

Figure 7
Labor Income in Basic or Export Industries, Lewis and Clark County
in 1972 Dollars
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and businesses do not derive sizable portions of
their sales from nonresidents. Instead, it simply
suggests that the amounts spent by visitors are more
than counterbalanced by Helena residents shop
ping in other trade centers.
In summary, Lewis and Clark County has
experienced
significant
economic
growth
throughout most of the decade. State government
is the largest component of the local economic
base and has been the primary cause of the growth.
The recent deceleration in the rate of growth may
also be attributed for the most part to state
government; recent increases have been much
smaller than those earlier in the decade. The
nongovernment components of the economic
base should not be forgotten; a quick glance at the
data in figure 7 reveals that they all posted
significant gains during the 1970s.

The Outlook for 1981
Missoula: interest rates and wood products
The wood products industry has been the major
determinant of recent economic trends in Mis
soula, and this industry is likely to continue in this
important role. Maxine Johnson earlier reported
that a strong wood residue market and the pattern
of ownership (Champion International is the
dominant firm) were mostly responsible for the
relatively small decline in employment and earn
ings in this industry in Missoula County during
1980. She also stated that a recovery in wood
products will depend on a decline in interest rates
and a revival in the national housing market. The
long-range trend in this industry will be affected by
the future availability of sawtimber and other wood
fiber.
Last year we reported that the opening of
Southgate Mall during August 1978 significantly
increased retail trade employment and improved
Missoula's position as a regional trade center. We
also warned that the large employment increases
may have overstated the long-range growth in
Missoula's economic base. We now have some
further confirmation concerning the trends in retail
trade. Retail trade employment in Missoula County
during the later portion of 1979 and early 1980 was
significantly less than the corresponding figures for
the previous year. We are not yet able to sort out all
the influences—for example, retail trade employ
ment statewide and in several other major urban
areas also displayed roughly similar trends—but the
employment data combined with the numerous
retail closings during the past few years suggest that
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the expected "shake-out" in this industry may have
taken place. Southgate Mall probably did improve
Missoula as a regional trade center, but it also had
significant impacts on existing retailers located
downtown and elsewhere in the community.
Earlier we mentioned the concern of many
Missoulians about future economic growth and the
need to recruit new industry. In light of the
uncertain long-range outlook for the wood
products industry, this enthusiasm may be ap
propriate. We should mention, however, that new
export industries and ever increasing basic employ
ment are not the only method for obtaining
prosperity and economic growth. Almost all of
Missoula's growth since 1970 was in existing basic
industries. Further, export employment grew only
modestly and most of the stimulus came from
increased earnings of individual workers. This
suggests that established firms and industries
should not be forgotten and that factors which
increase the real earnings (after correcting for
inflation) of workers in basic industries will also
lead to growth in the economic base and will play a
crucial role in determining future economic
growth in Missoula.
In summary, the economic conditions in Mis
soula during 1981 will, for the most part, depend on
the wood products industry. A drop in interest rates
and a recovery in the national housing market is
necessary for there to be a significant improvement
in the short-range outlook. Earlier we noted that
several construction projects (primarily the expan
sion at Champion's Frenchtown mill) counter
balanced the lack of growth in other sectors of the
economic base. There are no construction projects
of their size currently underway. But there are plans
for a new K-Mart, expansion of Southgate Mall,
and a new downtown hotel. If the projects are
begun quickly, they may provide temporary stim
uli to Missoula's economy until the wood products
industry begins to recover.
Billings: energy development
Energy development provides the thread which ties
together the diverse courses of recent economic
growth in Billings. The export components of
wholesale and retail trade, transportation, and
certain types of manufacturing were identified as
major contributors to the increases in the
economic base. Even though we cannot derive
precise figures, all of these industries are directly or
indirectly linked to the various energy-related
projects throughout eastern Montana, northern
Wyoming, and western North Dakota. In fact, one
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may even attribute a portion of the federal
government earnings to energy development; a
sizable number of the federal workers in Billings
are concerned with the management of resources
on land owned by the U.S. government.
In addition, energy-related development has
affected the Billings economy in ways our statistics
cannot measure. For example, a sizable number of
the construction workers building the electric
generating plants at Colstrip live in Billings and
commute daily on a scheduled bus. The earnings of
these workers technically belong in the economic
base of Yellowstone County.
The outlook in the long run for energy develop
ment continues to be rosy. Even though it now
appears that the coal boom will be less than first
thought, the mining and transportation of Montana
and Wyoming coal will continue to increase during
the rest of the century. Coal gasification and other
synthetic fuel projects are not likely to be built
because they continue to be uneconomic. There
are, however, possibilities for additional electric
generating plants; for example, the Basin Electric
Cooperative has mentioned Circle as a location for
a lignite burning generating plant. This project
would not begin until late in the 1980s and, as with
Colstrip 3 and 4, the greatest economic impact will
occur during the construction phases.
In the short run, things are not as optimistic.
Western coal producers currently have excess
capacity due to delays and postponements in the
construction of new generating plants and from
competition from other coal-producing regions.
The Burlington Northern Railroad stated that it
currently has about 50 idle coal train units stored
throughout its system, and has laid off some train
crews. The recent loss of roughly 200 jobs at the unit
train receiving yard at Laurel was actually a
reduction from a temporary peak. Additional
decreases in coal traffic may, however, lead to
further declines at this facility.
The current national recession also plays a role in
the short-range economic outlook for Yellowstone
County. Residents of Billings may sometimes think
they do not need to worry about the ups and downs
of the business cycle. A quick glance back to the
graph of nonfarm earnings in figure 2 reveals that
Yellowstone County did not suffer as badly as other
urban areas during the 1974-75 recession. But, there
was a distinct slowdown in the rate of growth
during 1974 and 1975. Therefore, Billings is not
immune to the business cycle. One example of the
cyclic impact on the local economy is the recent
announcement by Boise Cascade, one of the
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modular housing builders mentioned earlier, that
almost one-half of its work force would be laid off
until the housing market improves.
In summary, the short-range economic trends in
Billings will be mostly influenced by the national
economy. As the nation recovers from the current
recession, the positive impact will be felt locally.
The long-range prospects in Yellowstone County
will continue to be tied to energy development.
Americans will use more electricity; Montana and
Wyoming coal will be burned in the generating
plants. Finally, the exploration for oil and gas
throughout eastern Montana is likely to continue as
long as the world price of fossil fuels rises, and will
have indirect impacts (primarily through the export
components of wholesale and retail trade) in
Yellowstone County.
Great Falls: a new optimism
The relatively slow economic growth in Great Falls
during recent years and the city’s dependence on
Malmstrom AFB should be no surprise. We have
repeatedly mentioned these factors in past
seminars and they have been widely discussed in
the local press and elsewhere. The real news has
been the new feeling of vitality and optimism in
Great Falls. We first mentioned it about two years
ago. Since then, it has evolved into a number of
specific actions to diversify the economic base and
promote growth. At first, the leadership was
provided by the Great Falls Area Chamber of
Commerce; a separate Economic Growth Council
has since been formed.
Before looking at some of the promising
prospects, we do have to discuss one more piece of
bad news: the closure of The Anaconda Company’s
copper refinery. Earlier we mentioned that the 550
workers at this facility earned about $8.4 million
(1972 dollars) during 1979 and represented about 8
percent of the economic base. Consequently, if
nothing else happens, this closure will result in the
decline of about 8 percent in total export earnings.
There is some evidence, however, that there will be
some counterbalancing factors. First of all, a
number of Anaconda employees have chosen to
retire. If they remain in Cascade County, their
pensions (from both private and government
sources) would represent a net injection of new
funds into the area. Secondly, there appears to be a
real possibility that the Anaconda facility will be
purchased and operated by another company
(currently. Inspiration Consolidated Copper Com
pany is mentioned most often). If the refinery is
reopened under new ownership, it will probably be
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operated with fewer employees—a figure of 200 to
250 workers is sometimes mentioned. Even though
this would still represent a sizable reduction from
the previous level of employment under Anaconda
Company management, it would certainly reduce
the negative impact on the economic base.
Recently, The Montana Power Company an
nounced that it had selected a site near Great Falls
for its Resource 89 generating plant. If all goes well,
plant construction will begin in 1985. The perma
nent work force after plant completion would
number about 160.
The Economic Growth Council has been working
with a number of firms in an effort to strengthen the
economic base. Among the promising projects are:
—Solar energy. Sun-Wise, Inc. is the largest
employer in this category, but there are several
other smaller firms in the Great Falls area. SunWise, Inc. recently obtained an expansion loan
from a Chicago bank.
—Textiles. A local woolen manufacturer has
prospered in the international market and plans a
significant expansion.
—Gasohol. There are hopes for a spring 1981
groundbreaking for a small gasohol distilling plant.
Food processing. The proposed Minuteman
Livestock Cooperative, which would employ
almost 250 workers, is currently on the back burner.
But a recently completed feasibility study found
that it may still be a viable project.
Canadian firms. The Economic Growth Coun
cil is continuing to examine the possibility of
establishing a free trade zone, which would be
attractive to a number of Canadian firms.
This is an impressive list of prospects. There are
others which are still in the formative stage. But, we
must keep things in perspective; with the excep
tion of the livestock cooperative, all of the projects
mentioned above represent a total of about 200 to
250 new jobs. This certainly represents a sizable
addition to the economic base, but remember that
The Anaconda Company closing involved 550 jobs,
and a relatively small cutback at Malmstrom could
involve hundreds of persons. In other words, the
gains from these projects could be counter
balanced by further declines elsewhere in the
economic base.
The Economic Growth Council is run by
reasonable and level-headed persons. Their goals
are realistic: they simply wish to remove the
roadblocks to development and let things proceed
at their own pace. Their efforts will be noticeable
only in the long run. It is a credit to the community
of Great Falls that it has realistically assessed its
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economic problems, and has attempted corrective
action.
There have been recent reports of significant oil
and natural gas discoveries northwest and west of
Great Falls, in the Overthrust Belt. Additional
exploration activity will have an impact on Great
Falls, as the dollars paid to the exploration crews
eventually find their way to the regional trade
center. The potential economic impact of these oil
and natural gas reserves should be kept in
perspective. Exploration is a relatively capital in
tensive activity, and a discovery worth millions of
dollars may be associated with drilling crew wages
(which are the major determinant of the local
economic impact) of only several thousand dollars.
Also, once the exploration activity is completed, it
requires very little labor to actually remove the oil
and natural gas from the ground. Royalty payments
to resource owners could be sizable; certainly
some may be spent in the local area, but many of
these dollars may quickly leave the area as they are
invested in national finance centers.
Turning to the short-range outlook, we have
noted that the national outlook for 1981 does not
appear promising. Earlier we saw that the 1974-75
recession had a significant impact on the Cascade
County economy, and that nonfarm earnings
turned downward during the first quarter of 1980.
Consequently, 1980 and possibly 1981 may turn out
to be recession years in Great Falls. As was true
during the last business cycle, the local economy
should begin to experience significant growth once
the national economy begins its recovery.
Helena: state and federal government
We have seen that much of the recent growth in
Lewis and Clark County may be attributed to
increases in government. Currently, austerity and
cutbacks are themes heard often at all levels of
government. We do not want to minimize the
problem; the trend in state government will be a
major determinant of the long-range economic
outlook for Helena. But, at the same time, we do
not see reasons for doom and gloom.
Much of the growth in state government,
especially that since 1974, was not associated with
significant increases in the number of employees.
For the most part, it was due to increases in the real
earnings of state government workers. Even though
there are currently a number of proposals to halt
the growth or even restrict the number of state
government employees, there is no mention of pay
cuts or that government wages should not keep
pace with those in the private sector. To the extent
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that the pay raises exceed the rate of inflation, they
represent a net injection of new funds into the area
and increase the economic base.
In addition to its employees, state government
also indirectly affects the local economy through
the consultants located in Helena. Even though the
advantages and disadvantages of using consultants
to perform various tasks may be debated, there is
no doubt that they have a positive impact on the
local economy. In addition to working with state
government agencies, some of these firms have
also been awarded contracts with the federal
government and other funding sources. Therefore,
they may be more than just a conduit for state
funds. Earlier we said that there were no firm
figures for the number of government consultants
in Lewis and Clark County. On the basis of rather
sketchy reports, however, this segment definitely
appears to be a growing industry.
The nongovernment export industries also have
potential for future growth. Earlier we saw that the
increased employment at Mountain Bell helped to
counter the lack of growth in government. Also,
there were sizable increases in the manufacturing,
lodging, and other categories. Continued invest
ment in capital improvements will increase labor
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productivity and lead to higher earnings per
worker. This, in turn, will expand export earnings.
Turning to the short run, we saw earlier that the
1974-75 recession had only a minor impact in
Helena. If this pattern is repeated, the current
nationwide downturn will not seriously affect
Helena. There are a number of building projects
currently underway or in the planning stage which
will provide a temporary addition to the local
economic base. For example, the construction of
the Supreme Court building is providing a number
of jobs. There is also a number of additional
projects—such as the Travelodge expansion and a
new Sheraton Hotel—which may begin when
financial conditions improve.
In summary, even though the rapid growth of the
1970s is unlikely to be repeated in Lewis and Clark
County, the Helena economy will not grind to a
halt. The current recession is likely to be less severe
in Helena than elsewhere, and government labor
income is likely to increase at a modest—but
relatively stable—rate.
□
Dr. Polzin's additional seminar presentation, concerning the
health care industry in Montana, will appear in the summer
issue of the Quarterly.
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SUSAN SELIG WALLWORK
Susan Wallwork discussed how local
business leaders feel about the 1981
economy.
In presenting our Economic Outlook Seminar
series each year, we realize that our economic
analyses do not tell the whole story. We may not
always know a lot about what is going on in a
community at a given time or what local
developments may be on the horizon. We also may
not know the mood of the local business communi
ty. So, in recent years, we have turned to those who
operate in the local business community on a dayto-day basis for their views and assistance.
In January each year, we survey a number of
business and finance executives in the Billings,
Great Falls, Helena, and Missoula economic areas
about their expectations for the year.1 We try to
focus on '‘Main Street” business — the trade and
service businesses, which economists call
derivative industries — but several other business
or industry groups are also represented.
Altogether, some 261 business and finance
executives responded to our outlook survey this
year. What follows is a summary of their expec
tations for 1981. (Copies of more detailed survey
tabulations for each area are available upon
request, as our supplies last.)
’While these survey results have been presented annually at
the seminars, this issue of the Quarterly marks the first time
the results have been published as part of the seminar
proceedings.

Overall economic outlook
As a start, all the executives were asked if they
thought business overall in their respective areas
would be better, worse, or about the same in 1981,
as compared to 1980. Their responses are sum
marized in table 1.
Apparently the business communities in the four
areas are optimistic about 1981. In each area,
relatively more executives said business overall
would be at least moderately better in 1981 than it
was in 1980. In Billings, just over half the
respondents expect business to be better, overall,
while another 44 percent expect things to be about
the same as last year. Only about 4 percent expect
1981 to be worse. This is in sharp contrast to a year
ago when almost one-third of the Billings
respondents thought things would be worse.
The participating executives in the other cities
also tended to be more optimistic this year in their
overall outlook. In Great Falls, about 46 percent of
those responding expect business to be at least
moderately better in 1981, and another 34 percent
expect things to be about the same as last year. This
is a slight shift from last year's outlook, when
relatively more respondents thought business in
1980 would be the same as the previous year.
Nineteen percent of the Great Falls respondents
expect, overall, that the 1981 economy will be
worse than 1980. Interestingly, last year's survey
showed the same proportion of pessimism in Great
Falls.
In Helena, over 50 percent said they expect
business to be moderately better. A year ago, only
about 19 percent were this optimistic about the

Helena economy. Another 33 percent said the
economy would be about the same as 1980. Only
about 12 percent expect 1981 to be worse.
The Missoula executives, likewise, are somewhat
optimistic about 1981. Over 40 percent expect
business to be better overall, while another 37
percent expect things to be the same as last year.
Only about 19 percent expect 1981 to be worse, in
sharp contrast to last year when over 40 percent
expressed such pessimism.

The outlook for sales or revenues and
profits
A series of questions concerning sales or revenues
and profits was asked of all respondents except
those representing finance institutions. Before we
asked the business executives about their prospects
for 1981, we inquired as to how their own firms did
last year, compared to 1979. In each area, no less
than about 55 percent said their sales or revenues
had increased at least moderately in 1980 (table 2).
Table 2
Sales o r Revenue Experience o f Selected
Business Firms
1980 Compared to 1979
Business Executives
(In Percentages)
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The profit picture was less rosy, however. As
shown in table 3, about 44 percent of our business
executive respondents in Billings reported in
creased profits; another 41 percent reported
declines. Among the Great Falls respondents, the
1980 experience was even less rosy — profits
increased for 40 percent of the business executives,
while 45 percent experienced a decline. In the
Missoula area, relatively more respondents ex
perienced profit declines in 1980 — about 46
percent, compared to 35 percent who reported at
least a moderate increase in their profits. The
Helena business executives fared a little better.

37

Profits were up for 50 percent of the respondents,
while 38 percent said their profits had declined in
1980.

Table 4
Sales or Revenue O utlook fo r Selected
Business Firms
1981 Compared to 1980
Business Executives
(In Percentages)
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Table 5
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Profit O utlook fo r Selected Business Firms
1981 Compared to 1980
Business Executives

To see how the reported 1980 experiences
compared with the expectations of business
executive respondents a year ago, I looked at last
year's survey results. As one might guess, the actual
experience was less favorable than our respondents
had expected or hoped it would be.
We then asked the participating business ex
ecutives to assess their sales or revenue and profit
outlooks for 1981, as compared to 1980. Some of the
optimism noted earlier is apparent in these
responses, as shown in table 4. No less than twothirds of the respondents in each area anticipate
their sales or revenues will be up at least moderate
ly in 1981, while no more than 10 percent expect
declines. The profit outlook is also relatively
optimistic, though more restrained. About 43
percent of the Missoula respondents expect their
profits will be up in 1981, with those in Billings,
Great Falls, and Helena showing a more optimistic
view, though a less hopeful outlook than for their
sales or revenues (table 5).

(In Percentages)

The outlook for interest rates and money
demand and availability
The executives representing finance institutions
(banks, savings and loans, and mortgage finance
concerns) were asked a specific series of questions
regarding interest rates, loan demand, and ex
pected availability of loanable funds. When asked
about their outlook for interest rates on short-term
business loans, a majority of the finance executives
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in each area indicated they expect that the interest
rates will be down this year (table 6). However, a
substantial proportion (42 percent) of the Missoula
finance executives said that interest rates will
increase moderately. This compares with 12
percent in Billings, 21 percent in Great Falls, and 34
percent in Helena who felt the interest rates on
short-term business loans would increase. The
finance executives were also questioned in some
detail about the expected demand and supply of
credit at their institutions this year.
In Billings, about 40 percent of the finance
leaders who responded expect an increase in
demand for real estate loans in 1981 (table 7).
Another 40 percent expect a decline in the demand
for real estate loans. Relatively fewer expect
declines in the demand for loans to individuals or
for short-term business loans; no less than half the
Billings finance executives expect the demand for
these types of loans to increase in 1981.
Among the Great Falls finance respondents,
views are somewhat mixed regarding the demand
for real estate loans and for short-term business

loans. In either case, the more predominant view is
that demand will remain about the same as it was in
1980. However, it's also worth noting that about a
fourth of these finance leaders expect a substantial
decline in the demand for real estate loans in 1981.
The outlook for consumer loan demand is more
clear cut — 50 percent of the Great Falls finance
executives expect a moderate increase in demand
for loans to individuals, and only 14 percent expect
a decline.
About 40 percent of the Helena finance leaders
who responded expect a decline in demand for real
estate loans in 1981. Yet apparently none expect
similar declines in the demand for loans to
individuals or for short-term business loans. At least
half expect the demand for these types of loans to
increase in 1981.
In Missoula, about half the finance executives
expect a decline in demand for real estate loans in
1981. But very few expect similar declines in the
demand for loans to individuals or for short-term
business loans. At least half expect the demand for
these types of loans to increase in 1981.
Table 7
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On the supply side, the responses were relatively
encouraging, as shown in table 8. In Billings, the
least optimistic outlook was for real estate loans. A
third of the respondents said there will be less real
estate mortgage money available this year.
However, the rest of the Billings finance leaders
expect there will be as much or more than last year.
In the case of consumer and business loans, at least
half the respondents expect more funds to be
available this year.
Among the Great Falls finance leaders par
ticipating in the survey, no less than 70 percent
expect more funds to be available for consumer
and business loans. Again, the least optimistic
outlook was for real estate loans. Only 25 percent
expect more real estate mortgage money to be
available this year, while 50 percent expect the
supply to be about the same as last year.
Forty percent of the Helena finance respondents
indicated there will be less real estate mortgage
money available this year. However, the rest expect
there will be as much or more than last year. In the
case of consumer and business loans, though, no

less than 67 percent of the Helena finance leaders
expect more funds to be available this year.
Not unlike the other areas, the least optimistic
outlook in Missoula was for real estate loans. Only
12 percent of the Missoula finance respondents
expect more real estate mortgage money to be
available this year. Most expect the supply situation
to be about the same as last year, while 25 percent
said there will be substantially less real estate
mortgage money available this year. In the case of
consumer and business loans, half the Missoula
finance respondents expect more funds to be
available this year.

Business financing and expansion plans
and outlook
Following up on the finance topic, we asked some
new questions of the business (nonfinance) ex
ecutives this year. Specifically, we asked them
about their own financing for regular operations —
what they planned for 1981, and what they thought
the funding outlook would be.

Table 8
Expected Availability of Loanable Funds at Financial Institutions
1981 Compared to 1980
Finance Executives
(In Percentages)
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In Billings, about 40 percent of those who borrow
for their regular operations expect to borrow more
than they did last year, but almost as many plan to
borrow less (table 9). Very few think it will be easier
to obtain funding this year (table 10). Most expect
the money situation to be about the same as last
year, or they expect it to be more difficult to obtain
the necessary funding.
Proportionately fewer business leaders in Great
Falls and Helena plan to borrow more money in
1981 than they did in 1980, and more anticipate
borrowing about the same or less. Again, very few
think financing will be easier to obtain this year.
Most feel that the availability of funds for
operations financing w ill be about the same as last
year. In Missoula, while about one-third anticipate
borrowing more to finance regular operations,
even more (about 45 percent) plan to borrow less.
And, like their counterparts in the other areas, very
few expect it to be easier to obtain such funding.
Another new topic in this year's survey dealt with
the outlook for expansion of smaller businesses in
the coming year. This also was asked of just the
business executives. It was included because of the
increased concern for economic development,
especially in Missoula and Great Falls and in the
1981 legislative session (table 11).
In Missoula, 73 percent of the business ex
ecutives said 1981 will be a bad time for smaller
businesses to expand. Compared to their counter
parts in the other three areas, Missoula
respondents were clearly the most pessimistic.
Those who said this is a bad time for such expansion
cited the financing situation and interest rates as
the major reasons for their pessimism.
In Billings, Great Falls, and Helena, roughly 50 to
60 percent of the respondents said 1981 will be a
bad time for business expansion. This is still a
pessimistic view, though less gloomy than the
opinions expressed in Missoula. Helena had the
relatively highest proportion of respondents (20
percent) indicating this year would be a good time
to expand. As in Missoula, the Billings, Great Falls,
and Helena survey participants cited financing and
interest rates as the principal reasons for their
pessimism.

Current developments affecting business
prospects
Considering the responses to our survey questions,
it's probably not surprising that most of the
respondents — both business executives and
finance leaders — feel that the problem of
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Table 9
Operations Financing Plans o f Selected Business
Firms
1981 Compared to 1980
Business Executives
(In Percentages)
B illin q s

Great
F a lls

He 1ena

Missoula

S u b s ta n tia lly more
S Iig h tly more

0
41

10
14

9
22

14
21

About the same

22

36

47

21

S lig h tly less
S u b s ta n tia lly less

30
7

19
19

12
9

2b
19

100

100

100

100

2?

42

32

43

Total
Humber o f
respondents

Note:

The percentage d e ta il may not add to 100 due to rounding.

Table 10
Operations Financing O utlook o f Selected
Business Firms
1981 Compared to 1980
Business Executives
(In Percentages)

Bi 11inqs
Easier to obtain
About the same
Harder to obtain
Total
Number o f
respondents

Note:

Greet
F a lls

Helena

Missoul

8

8

7

10

71

78

72

60

21

14

21

31

100

100

100

100

24

87

29

42

The percentage d e ta il may not add to 100 due to rounding.

Table 11
O utlook fo r Business Expansion in 1981
Business Executives
(In Percentages)
Bi 11Inqs

Great
F a lls

Helena

Hi ssoula

Good time to expand

8

12

20

9

Bad tim e to expand

57

59

48

73

Uncertain

35

29

32

18

100

100

100

100

37

S'l

44

66

Total
Niunbov o f
respondenta

Note:

The percentage d e ta il may not add to 100 due to rounding.
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financing and interest rates is the most important
issue facing their business communities these days
(table 12). The closely related problem of inflation
was also cited frequently, especially by those
executives from the trade and service business. We
did not ask only about problems, however. We also
asked the respondents about any significant local
developments and any encouraging factors in their
respective areas. Following are some of the
comments we received.
Table 12
Most Im portant Problem Facing Business Today
A ll Respondents
(In Percentages)
Great
F a lls

Bl11inqs
A v a ila b ility o f c a p ita l

Helena

Missoula

4

8

6

1

Competition from other
businesses

2

6

8

4

Inadequate demand fo r one's
product o r services

0

5

4

6

31

34

29

32

38

49

In fla tio n

30

In te re s t rates and financing

52

Minimum wage laws and/or cost
o f labor
Other government re g ulations ’
and red tape
Qua 11ty o f labor
Total
Hwibar

Note:

of respondent*

■

2

7

■

;

-

.

0

0

4

8

6

4

k

0

4

3

100
S4

100

100
SO

100
7$

es

The percentage d e ta il may not add to 100 due to rounding.

Billings. Interest rates were mentioned by several
respondents, although not necessarily as an
encouraging factor. The respondents recognize the
impact of interest rates on the housing industry and
on commercial construction activity. In this con
nection, some finance executives look for the
disappearance of traditional long-term financing
arrangements. One respondent noted, “ Many
new, creative finance programs for housing will
emerge during the early part of 1981, which will
benefit the entire industry.”
Numerous references were also made to energyrelated developments in the Billings area. What is
apparent from the survey is that our respondents
recognize the impact of such activity — directly or
indirectly
and most see the various energyrelated activities and their varying impacts as
encouraging factors for the Billings economy in
1981 and beyond.
Several respondents also expressed concern for
agriculture in the Billings area. Many of them fear
that the unseasonably mild winter could cause soil
and crop problems. At the same time, a few expect

1981 to be a good year for agriculture, largely
because they anticipate strong or increased
livestock and crop prices. And they see this as
encouraging for the Billings economy. As one
respondent noted, “ When farmers and ranchers
have money to spend, Billings merchants do well.”
Great Falls. Several Great Falls survey participants
also mentioned interest rates as an important
factor. As in the other cities, they recognize the
impact on the housing industry and commercial
construction activity. A few said that there are some
potentially beneficial construction projects “ on
hold” in Great Falls due to the financing situation.
A few respondents feel the outlook for
agriculture is somewhat favorable, primarily
because of their expectations of increased grain
prices and good grain harvests. A possible cutback
in the grain embargo against the Soviet Union was
also mentioned as an encouraging factor.
Several respondents also foresee the possibility
of an upgrading of Malmstrom Air Force Base and
possible related employment increases. They
apparently look for increased defense spending
and expect — or hope — that there may be a
favorable impact on Malmstrom.
It is apparent from our survey that Great Falls
business and finance executives are well aware of
the economic situation in their community. Also,
they are somewhat more optimistic than our
respondents in the other cities. The optimism is
based on both local and national developments.
The local stimulus most often mentioned or alluded
to is the concerted economic development effort
that has been underway. Several respondents
referred to a change in attitude in Great Falls
toward economic development and the psy
chological boost that such activity has given the
community.
Helena. Several Helena survey respondents feel
that housing and commercial construction projects
in the area have definitely suffered, largely because
of high interest rates. One Helena respondent
suggested that people may turn more to remodel
ing and doing their own finishing work if high
interest rates continue. As in Great Falls, several
local construction projects have been delayed or
postponed due to the current financing situation.
Several Helena respondents mentioned the
possibility of a regional-type shopping center,
suggesting this might keep more retail dollars in the
area. Also mentioned was the possibility of a
downtown convention center, which these
respondents feel would significantly benefit down
town trade.
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The Helena economy, of course, benefits from
the biennial stimulus of the Montana Legislature.
This time, though, the respondents also seem to
feel that the economic development concerns
being expressed and addressed in the 1981
legislative session may lead to a more positive or
optimistic climate for business in general.
Missoula. Once again, interest rates were men
tioned frequently. O ur Missoula respondents
especially recognize the impact of interest rates on
the housing industry and, in turn, the impact on
Missoula's forest industry activity. Several
respondents did say that they expect interest rates
to begin declining, which they see as encouraging
for the housing industry. Another, however, said
that interest rates will probably get worse before
they get better. And yet another — a finance leader
— said interest rates couldn't get any worse.
Another development mentioned by several
Missoula respondents was the expected increase in
construction jobs as a result of the planned
Sheraton Hotel, Southgate Mall expansion, and KMart projects. However, some of the respondents
see these projects as providing only short-term
benefits. They are concerned about what they feel
will lead, in the long run, to increased competition
for the retail dollar in Missoula and the possibility of
more retail business failures.

“A few respondents apparently
perceive some change in the
Missoula area attitude toward
economic develop m ent/'

A few respondents apparently perceive some
change in the Missoula area attitude toward
economic development, and they see this as
encouraging. Further along this line, one respon
dent hoped that the recent closure of The
Anaconda Company operations in Montana might
make Missoula residents more realistic in their
attitudes toward economic development and
regulation of local industry.
A consensus. Aside from the comments regard
ing interest rates, there were two other issues
which were mentioned frequently by respondents
in all four cities. The first concerned the impact of
the recent deregulation in the area of finance.
Many of the finance leaders surveyed noted that
there would be increased competition — among
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“The closest thing to a
consensus among many of the
respondents is the perception
that the outlook for business
will be more positive as a result
of the recent changes in
government administration."
banks and savings and loans especially — for
deposit dollars. Several also stated that they expect
their operating costs to increase as a result of this
and inflation. They expect such increased costs will
eventually be passed on to the consumers in the
form of higher fees and rates. One finance
respondent suggested that this w ill redirect some
potential loanable funds away from housing and
into other types of investments. There were
suggestions, too, that we w ill see more renegotiable mortgages and more creative financ
ing arrangements. Perhaps these concerns could
best be summed up by a Missoula banker, who
noted, “ We w ill have to become more astute and
imaginative in order to survive."
The closest thing to a consensus among many of
the respondents is the perception that the outlook
for business w ill be more optimistic or positive as a
result of the recent changes in government
administration — on the state level, and especially
on the national level. The optimism, however, was
tempered somewhat by what some respondents
consider the realities facing the Reagan administra
tion, that the tasks of controlling inflation and
getting interest rates down are difficult at best and
will take time. As one respondent noted, any initial
financial improvement in the economy will
probably have a greater psychological impact than
financial impact at first. But, as another noted, even
such psychological boosts may well translate into
increased economic activity.
□
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GEARING UP: Reaching Your Business Potential
A seminar for people in business. The program will
feature presentations by speakers from the
University of Montana, several
Missoula
businesses, and the Small Business Administration.

Date: Tuesday and Wednesday, April 28-29
Time and Place:
1:00-7:00 pm, Tuesday;
9:00-5:00 pm, Wednesday
UNIVERSITY OF MONTANA, University Center,
Montana Rooms.

The program:

Fee: $35, including dinner on Tuesday, Luncheon
on Wednesday, and a Seminar packet.

—Women in the Business World
—Legal Benefits and Concerns
—Management Planning Strategies
—Accountants—Profit Centering
—Banking Advice
—Maximizing Profits Through Advertising
—Insurance—More Than Just Protection

For information, contact the Center for Continuing
Education and Summer Programs, University of
Montana, 125 Main Hall, Missoula, Montana 59812,
phone (406) 243-2900.
Sponsored by: University of Montana Center for
Continuing Education and Summer Programs, UM
School of Business, Missoula Chapter — SCORE,
Small Business Administration, Women's Bureau,
and the Missoula Chamber of Commerce.

Seminar for Women on Managerial Effectiveness
A three-day workshop entitled Seminar for Women
on Managerial Effectiveness will be offered in
Missoula, May 20-22. The program provides the
opportunity for professionally oriented women to
evaluate their personal and professional needs
while developing a mangement perspective and
setting productive career goals. Among the aspects
of management to be discussed are: individual
management models, management theory,
supervisory skills, career goals, and selected
approaches for handling situations unique to
women in management.
Dr. Maureen Fleming Ullrich, Chairwoman of
the Department of Mangement at the University of
Montana, will instruct the course. Dr. Ullrich's
primary classroom work has focused on
organizational behavior and human relations and
personnel psychology on both the undergraduate
and graduate levels. She has brought her general
management and supervisory expertise to
numerous public and private organizations in
Montana and the United States. Her concern for
equal employment and career opportunities for
women has been the foundation of several
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seminars and workshops conducted in Montana.
Women in Society, Career Opportunities for
Women, and Equal Employment Opportunity in
Region I of the U.S. Forest Service are only a few of
these seminars. In 1980 Dr. Ullrich served on the
Governor's Task Force on Management Training.
The Montana Business Quarterly recently featured
an article by Dr. Ullrich entitled, "Whatever
Happened to the Work Ethic? Motivating
Employees in a Changing Society."
Any person interested in increasing her
knowledge of the dynamics of supervisory and
managerial skills is invited to participate in the
seminar. The seminar is designed to train and
promote women to positions of greater
responsibility
and
status.
Employers and
supervisors are encouraged to assist those
employees who wish to enroll in the session.
For a copy of the program brochure, contact the
Center for Continuing Education, 125 Main Hall,
University of Montana, Missoula, MT 59812, phone
(406) 243-2900.
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